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GLOBAL ECONOMIC DEVELOPMENTS - 1999
Executive summary
W o r ld  e c o n o m ic  g ro w th  g a in e d  m o m en tu m  in  1999 in c re a s in g  b y  3.3 p e r  cent, im p e lle d  
b y  v ib ra n t  activ ity  in  the U n it e d  States an d  A s ia .  T h e  ro b u st  U n it e d  States e x p a n s io n  con tin u ed  
w ith  rea l G ro s s  D o m e s t ic  P ro d u c t  ( G D P )  g r o w in g  b y  4 .2  p e r  cent. T h e  E u ro p e a n  A r e a  w ith  
g ro w th  o f  2.3 p e r  cen t e x p e r ie n c e d  s im ila r  d yn am ism . In  b o th  o f  th ese  e co n o m ie s  stron g  G D P  
g ro w th  w a s  m atch ed  b y  f irm  g a in s  in  em p lo y m en t. G ro w th  w a s  a ls o  m o re  ro b u st  in  d e v e lo p in g  
coun tries , as a  w h o le ,  b u t  s h o w e d  im p ortan t d ispa rity  b y  re g io n . B u o y e d  b y  co m p etit iv e  
e x c h a n g e  rates an d  s tron g  d em an d  in  the U n it e d  States an d  the E u ro p e a n  A re a ,  g ro w th  
re b o u n d e d  s tron g ly  in  the A s ia -P a c i f ic  re g io n . T h is  con trasted  w ith  d e c lin in g  g ro w th  
p e r fo rm a n c e  in  A fr ic a ,  the M id d le  E a s t  an d  E u ro p e  an d  L a t in  A m e r ic a  an d  the C a r ib b e a n .
E c o n o m ic  g ro w th  in  S u b -S a h a ra n  A f r i c a  co n tin u ed  to  b e  im p e r ile d  b y  d e c lin in g  
c o m m o d ity  p rices , p o o r  in v e s to r  c o n fid e n c e  an d  d is ru p tio n s  o c c a s io n e d  b y  w a r  an d  a d v e rse  
w eath er . M e a n w h i le ,  g ro w th  s lip p ed  in  L a t in  A m e r ic a  an d  the C a r ib b e a n , as the im p etu s  in  
M e x ic o ,  C en tra l A m e r ic a  an d  a  f e w  C a r ib b e a n  coun tries  w a s  d a m p e n e d  b y  s lu g g ish  output  
g ro w th  an d  e x p o rt  p e r fo rm a n c e  in  the S ou thern  C o n e  C o m m o n  M a rk e t  ( M E R C O S U R )  
su b reg io n . G r o w t h  rates o f  0.5 p e r  cent in  B ra z i l  an d  a  d ec lin e  o f  3.5 p e r  cent in  A rg e n t in a ,  
con trasted  w ith  3.5 p e r  cent g ro w th  in  M e x ic o .  C a r ib b e a n  co u n trie s ’ g ro w th  p e r fo rm a n c e  w a s  
s tron g ly  in flu e n c e d  b y  the e x p o rt  m u ltip lie r . G ro w th  in  the D o m in ic a n  R e p u b l ic  (8 .2  p e r  cen t), 
B e l iz e  (6 .2  p e r  c en t) an d  T r in id a d  an d  T o b a g o  (4 .2  p e r  cen t) w a s  stim u lated  b y  th e ir ab ility  to  
take  ad v a n ta g e  o f  the b o o m in g  U n it e d  States m arket, w h i le  J am a ica  ( -0 .4  p e r  cen t), the  
O rg a n is a t io n  o f  E as te rn  C a r ib b e a n  States ( O E C S )  an d  Su rin am e , w h o s e  ex p o rts  w e r e  re la t iv e ly  
u n co m p e tit iv e , re c o rd e d  w e a k e r  g ro w th . O E C S  b a n a n a  ex p o rts  w e r e  h a rd  hit, co n trac t in g  b y  
a lm o st 8 p e r  cent in  1999. In fla t io n  w a s  a lso  su b d u ed  in  m o st re g io n s , e x ce p t  the C o u n tr ie s  in  
T ran s itio n , w h e r e  bo tt len eck s  le d  to  a  d o u b lin g  o f  the rate.
W o r ld  trade  re b o u n d e d  in  1999, an d  w a s  in d e e d  the m a in  e n g in e  o f  g ro w th . T h e  im p etu s  
fo r  the im p ro v e m e n t  in  trade  w a s  la rg e ly  p ro v id e d  b y  the A s ia n  e co n o m ie s  that s taged  v -s h a p e d  
re co v e r ie s . M e rc h a n d is e  trade  a ls o  p ic k e d  u p  in  L a t in  A m e r ic a  an d  the C a r ib b e a n , b o ls te re d  b y  
the co m p etit iv e  strength  o f  M e x ic o  an d  C en tra l A m e r ic a . B y  contrast, m e rch an d ise  exp o rts  
d e c lin e d  in  A f r i c a  an d  the T ra n s it io n  e co n o m ie s  b y  15.5 p e r  cen t an d  1.5 p e r  cent, re sp ec t iv e ly ,  
p rec ip ita ted  b y  w e a k e n e d  c o m m o d ity  d em an d  an d  p rices . In  the se rv ic e s  sector, to u rism  g a in e d  
m o m en tu m , g r o w in g  b y  4.1 p e r  cent, u p  fr o m  3.1 p e r  cen t in  1998. T h e  U n it e d  States con tin u ed  
to  g a rn e r  the l io n ’ s share  o f  to u rism  rece ip ts . T h is  su gges ts  that d e v e lo p in g  coun tries , such  as  
th ose  in  the C a r ib b e a n , n ee d  to  d iv e r s i fy  an d  re v ita liz e  th e ir to u rism  p ro d u c t  an d  se rv ic e  to  
im p ro v e  th e ir m arket share  in  the sector.
T h e re  w a s  a  f lu r ry  o f  activ ity  on  the in stitu tiona l an d  trade  n ego tia t io n  fron ts  in  1999, 
a im ed  m a in ly  at p ro m o tin g  re g io n a lis m  an d  f in an c ia l re gu la tio n . T h e  W o r ld  T ra d e  O rg a n iz a t io n  
( W T O )  h e ld  its T h ird  M in is te r ia l  M e e t in g  in  Seattle , W a s h in g to n , to  ad v a n c e  the m illen n iu m  
ro u n d  o f  trade  n ego tia t io n s , w ith  the m a in  fo c u s  on  the lib e ra lis a t io n  o f  a g r icu ltu re  an d  serv ices ,
ii
the u n fin ish e d  a g e n d a  fr o m  the U r u g u a y  R o u n d  an d  a lso  n e w  issues. H o w e v e r ,  the m ee t in g  w a s  
la rg e ly  u n su cce ss fu l d u e  to  d isa g re em en ts  a m o n g  d e v e lo p in g  an d  d e v e lo p e d  cou n trie s  o v e r  the  
v ita l issu e s  fo r  fo c u s  an d  d is ru p t iv e  p rotests  b y  la b o u r  an d  en v iro n m en ta l lo b b y  g ro u p s . A  
c ro w n in g  ach iev em e n t o f  E u ro p e a n  in tegration , the eu ro , w a s  lau n c h ed  as the fu tu re  cu rren cy  o f  
the in teg ra tio n  b lo c .
N o t a b ly ,  the g r o u n d w o rk  fo r  the A f r ic a n  C a r ib b e a n  P a c if ic -E u ro p e a n  U n io n  ( A C P - E U )  
P a rtn e rsh ip  A g re e m e n t , the su cc e sso r  to  the L o m é  I V  A g re e m e n t , w a s  la id  in  1999, an d  the  
ag reem en t w a s  s ign ed  in  June o f  2000 . T h e  ag re em en t p ro v id e s  fo r  a  strengthened  partnersh ip  
b a s e d  on  p o v e rty  red u c tion  an d  structured  in teg ra tio n  o f  the A C P  coun tries  in to  the w o r ld  
eco n o m y . In  add ition , the p re fe ren tia l a ccess  to  the U n it e d  States m ark et w a s  e x ten d ed  to  the  
C a r ib b e a n  th ro u gh  the C a r ib b e a n  B a s in  T ra d e  P a c t  ( C B T P A )  that w a s  p a sse d  b y  the U n it e d  
States C o n g re s s  in  M a y  2000 . T h is  sh o u ld  p ro v id e  im p o rtan t m ark et access  fo r  co m p etit iv e  
textile , ap p a re l, f ish  an d  other p ro d u c ts  fro m  the C a r ib b e a n .
F in a n c ia l re fo rm s  cen tred  on  s tren gth en in g  f in an c ia l in stitu tions an d  re gu la to ry  
a rran gem en ts  to  lim it  the p ro sp ec t  o f  fu tu re  crises . T h e  F in a n c ia l S tab ility  F o ru m  w a s  m an d ated  
to  u n d e rtak e  w o r k  in  th is area.
F in a n c ia l co n d it io n s  a ls o  im p ro v e d , bu ttressed  b y  strengthened  in v e sto r  c o n fid e n c e  and  
equ ity  p rices . H o w e v e r ,  net p riva te  cap ita l f lo w s  seem  still to  b e  a ffe c te d  b y  so m e  in v esto r  
un certa in ty  and , p ro b a b ly ,  bette r d isc rim in a tio n  b e tw e e n  coun tries  w ith  h ig h  an d  l o w  risk  
p ro file s . W o r ld  s a v in g  w a s  s tab le  at ro u g h ly  2 3 .2  p e r  cent o f  G D P  in  1999. S a v in g  in  ad v a n c e d  
ec o n o m ie s  d e c lin e d  s ligh t ly  to  22.1 p e r  cen t o f  G D P  in flu e n c e d  b y  ro b u st  sp e n d in g  in  the U n it e d  
States, the E U  and , to  a  le s se r  extent, Japan. D e v e lo p in g  co u n tr ie s ’ s a v in g s  a lso  fe l l  m a rg in a lly  
to  2 5 .4  p e r  cent o f  G D P ,  as the in c rea se  in  the rate in  the M id d le  E a s t  an d  A f r i c a  w a s  o ffs e t  b y  
the d e c lin e  in  A s ia  an d  L a t in  A m e r ic a  an d  the C a r ib b e a n . D e v e lo p e d  co u n tr ie s ’ in vestm en t w a s  
u p  s ligh tly , w h i le  in  d e v e lo p in g  coun tries , in vestm en t d e c lin ed  m a rg in a lly . R e f le c t in g  in  part  
sav in g , in vestm en t an d  exp o rts , the cu rren t accou n t d e fic it  o f  d e v e lo p in g  cou n trie s  n a r ro w e d  
su bstan tia lly  b y  63 p e r  cent.
C ap ita l f lo w s  to  d e v e lo p in g  cou n trie s  s lip p ed  b y  a lm o st 9 .0  p e r  cen t in  1999. N e t  
re so u rce  f lo w s  to  L a t in  A m e r ic a  an d  the C a r ib b e a n  con tracted  b y  a b o u t  30  p e r  cent, an d  c o u ld  
not b e  c o m p en sa te d  fo r  b y  h ig h e r  f lo w s  to  A s ia  an d  S u b -S a h a ra n  A fr ic a .  T h e  w e lc o m e  in c rea se  
in  f lo w s  to  S u b -S a h a ra n  A fr ic a ,  h o w e v e r ,  w a s  u n e v e n ly  d istribu ted , w ith  the l io n ’ s share  g o in g  
to  S ou th  A fr ic a ,  attracted b y  its p riv a tisa t io n  p ro g ra m m e s  an d  o ther re fo rm s.
G r o w th  in  the ex terna l d eb t  o f  d e v e lo p in g  coun tries  s lo w e d  to 1.6 p e r  cen t in  1999. T h e  
carry  o v e r  fr o m  d e c lin in g  o il p ric e s  in  1998, le d  to  the fastest g ro w th  in  d eb t in  the M id d le  E a s t  
an d  E u ro p e  (3 .9  p e r  cen t). A f r i c a ’ s d eb t  g r e w  b y  2.3 p e r  cent, la rg e ly  on  accou n t o f  h ig h e r  d eb t  
acc u m u la t io n  in  N o r th  A f r i c a  to  co u n te r the e ffe c ts  o f  s lu g g ish  o il p ric e s  ea r ly  in  the year. 
E x te rn a l d eb t in  L a t in  A m e r ic a  an d  the C a r ib b e a n  w a s  up , b y  o n ly  0.5 p e r  cent. P r iv a te  d eb t  
d e c lin e d  in  lin e  w ith  lo w e r  p ay m en ts  com m itm en ts  as a  re su lt o f  s lu g g ish  M E R C O S U R  trade. 
T h e  d eb t r e l i e f  in itia tive  fo r  H e a v i ly  In d eb te d  P o o r  C o u n tr ie s  (H I P C s )  w a s  e x ten d ed  in  1999. 
C o u n tr ie s  such  as B o liv ia ,  G u y a n a , M a l i  an d  M o z a m b iq u e  b e n e fite d  u n d e r  the p ro g ra m m e  o f  
d eb t w r ite -o f fs .  D e b t  red u c tion  in  G u y a n a , fo r  in stance , h as e n a b le d  h ig h e r  so c ia l spen d in g .
I. INTRODUCTION
A ft e r  re a c h in g  a  t ro u gh  in  1998, w o r ld  e c o n o m ic  activ ity  p ic k e d  u p  in  1999, b u o y e d  b y  
g ro w th  in  m a jo r  m arkets, p a rt icu la r ly  the U n it e d  States, an d  re c o v e ry  in  E a s t  A s ia .  F in an c ia l  
m arkets  h a v e  s tab ilised , h e lp e d  b y  the con ta in m en t o f  sp e cu la t iv e  f lo w s  an d  im p ro v e d  in v esto r  
c o n fid e n ce , strengthened  equ ity  p ric e s  an d  con tin u ed  re fo rm  an d  restructu rin g . In  d e v e lo p in g  
coun tries , h o w e v e r ,  p e r fo rm a n c e  re m a in e d  v a r ie d  an d  u n se ttlin g  in  so m e  cases. In  fact, in  m an y  
coun tries , g ro w th  re m a in e d  b e lo w  le v e ls  p r io r  to  the fin a n c ia l c r is is  an d  a lth o u gh  a v e ra g e  p e r  
cap ita  in c o m e  fo r  d e v e lo p in g  coun tries  g r e w  b y  a ro u n d  2 p e r  cent, re la t iv e  to  1.6 p e r  cent in  
1998, p o s it iv e  g ro w th  w a s  o n ly  re c o rd e d  in  the A s ia n  s u b re g io n .1 A  n u m b e r  o f  A s ia n  coun tries  
a ffe c te d  b y  the c r is is  h a v e  im p lem en ted  re fo rm s  an d  re structu red  th e ir e co n o m ie s  to  r e c o v e r  th e ir  
re s ilien ce . T h is  h as  g iv e n  the lie  to  the n o tio n  that the A s ia n  m ira c le  is  dead . B u t  m an y  other  
d e v e lo p in g  coun tries  con tin u ed  to  b e  b u f fe te d  b y  ad v e rse  c o m m o d ity  p r ic e  shocks, l o w  o r  
n e g a t iv e  g ro w th  traps, l o w  te c h n o lo g ic a l c ap ab ilit ie s  an d  sticky  le v e ls  o f  p o v e rty  an d  in equ a lity .
F in a n c ia l m ark et co n d it io n s  im p ro v e d  in  1999 on  the h ee ls  o f  the so m e w h a t  an aem ic  
en v iro n m en t that p re v a i le d  in  1998, w h e n  the R u ss ia n  c ris is  an d  the tro u gh  o f  the A s ia n  c ris is  
a ffe c te d  m arkets. T h e  re su rg e n ce  o f  v ib r a n c y  in  w o r ld  G D P  g ro w th  w ith  su b d u e d  in fla tion , 
p erm itted  an  e a s in g  o f  m o n e ta ry  an d  fisc a l p o lic ie s  in  the U n it e d  States, E u ro p e , Japan  an d  so m e  
o f  the A s ia n  eco n o m ie s , w h ic h  w e r e  re c o v e r in g , th e reb y  fac ilita t in g  m o re  re la x e d  fin an c ia l  
co n d it io n s  w o r ld  w id e  an d  a  p ic k  u p  in  activ ity . N e t  p riv a te  cap ita l f lo w s  to  E m e rg in g  M a rk e t  
E c o n o m ie s  con tin u ed  to  d ec lin e , h o w e v e r ,  f o l lo w in g  the d ram atic  s lu m p  in  1998. N o t a b ly ,  stock  
p ric e s  h a v e  ra llie d  ra th er s tron g ly , e sp e c ia lly  in  the U n it e d  States b o ls te re d  b y  in v es to r  
c o n fid e n c e  in  the 'n e w  e co n o m y ' an d  g rea te r than  an tic ipa ted  g ro w th  in  p ro du ctiv ity . C o m p u te r  
an d  in fo rm a t io n  te c h n o lo g y  stocks h a v e  so a red  w ith  exp ecta tion s  o f  s ign ific an t  fu tu re  d y n am ism  
an d  p ro fita b ility  in  th ese  sectors.
C a r ib b e a n  coun tries  re g is te red  m ix e d  g ro w th  p e rfo rm an ce , a ffe c te d  in  d iffe ren t  w a y s  b y  
the re c o v e ry  in  o th er re g io n s . C ou n tr ie s , such  as T r in id a d  an d  T o b a g o  an d  B e l iz e ,  that b e n e fite d  
fro m  fa v o u ra b le  w o r ld  d em an d  an d  s tron ge r o il p ric es , in  the case  o f  the fo rm e r, an d  fish e rie s  
an d  other expo rts , fo r  the latter, re c o rd e d  c red ita b le  g ro w th . M e a n w h i le  others, such  as J am a ica  
that is  still r e c o v e r in g  fro m  the w o r s t  e ffe c ts  o f  fin a n c ia l sector c o lla p s e  an d  w e a k  sector  
p ro d u c tiv ity , con tin u e  to  b e  stagnant. In d ic a t io n s  are  that the lim ited  e x p o su re  o f  m ost  
C a r ib b e a n  coun tries  to  sp e cu la t iv e  cap ita l f lo w s  m ean t that th ey  w e r e  la r g e ly  sh ie ld ed  fr o m  the  
e ffe c ts  o f  the A s ia n  f in an c ia l crisis . H o w e v e r ,  in  J am a ic a  u n d e r ly in g  w e a k n e s s e s  in  the fin an c ia l  
system , in c lu d in g  a  m ism atch  o f  fu n d in g , o v e r -e x te n s io n  o f  f in an c ia l in stitu tions in  u n p ro f ita b le  
rea l estate in vestm en t an d  e sc a la t in g  in terest rates that in c re a se d  lo a n  d e fau lts , w e r e  a g g ra v a te d  
b y  the A s ia n  crisis . T h e  le s so n  w h ic h  c o u ld  b e  d ra w n  fro m  the J am aic a  e x p e r ie n c e  is  that 
f in an c ia l lib e ra lis a t io n  m ust b e  c a re fu lly  u n d e rp in n e d  b y  ad eq u a te  fin a n c ia l sector su p e rv is io n ,  
re gu la t io n  an d  sa fe g u a rd s . C ap ita l accou n t lib e ra lisa tio n , in  p articu la r , m ust b e  su p p o rted  b y  
bette r m ark et in fo rm a t io n  an d  r isk  m an a gem en t strateg ies, in c lu d in g  the acc u m u la t io n  o f  su itab le  
re se rves . E n c o u ra g in g ly ,  J am a ic a  is n o w  u n d e rtak in g  fu rth er re stru ctu rin g  in  its fin a n c ia l sector, 
in c lu d in g  c o n so lid a t io n  o f  f in an c ia l in stitu tions an d  strengthened  a cc o u n tin g  an d  re gu la to ry  
arch itectu re  to  re d ee m  its fin a n c ia l system . In  1999, fo r  e x am p le , fo u r  c o m m e rc ia l b a n k s  and  
a ff il ia te s  w e r e  m e rg e d  to  im p ro v e  p ro fita b ility  p ro spects . B u t  im p ro v e d  stan dards are  re q u ired
1 See, “W orld  Economic Outlook, 2000, IM F”
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to  p rev en t no t o n ly  the c o lla p s e  o f  th ese  se rv ices , b u t  fo r  av e rt in g  n e g a t iv e  s p i llo v e r  to  the  
d om estic  f in an c ia l sector.
T h e  m ic ro e c o n o m ic , m a c ro e c o n o m ic  an d  structura l p o lic y  d em an d s  fo r  the C a r ib b e a n  
re m a in  b a s ic a lly  the sam e  as b e fo r e  the c ris is  p e riod . T h e  o v e rw h e lm in g  c h a lle n g e  re la tes  to  
h o w  to  a ch iev e  b a la n c e  b e tw e e n  e c o n o m ic  re fo rm  an d  re stru ctu rin g  to create  d y n am ic  and  
co m p etit iv e  p ro d u c tio n  an d  trad in g  sy stem s and , at the sam e  tim e, no t c o m p ro m ise  e m p lo y m en t  
an d  so c ia l equ ity . T h is  is  u n d e rs tan d ab ly  a  d e lic a te  t r a d e -o f f  that re la tes  to  the exten t o f  the  
p o s s ib le  c o n su m p tio n  sq u eeze , u n e m p lo y m e n t  an d  o ther in te rm ed ia te  ad ju stm en ts  that the  
coun tries  are  p re p a re d  to  u n d e rg o  in  o rd e r  to  d e v e lo p  a  so u n d  m a c ro e c o n o m y  an d  a  co m p etit iv e  
p ro d u c tio n  apparatus. M a c ro e c o n o m ic  stab ility  m ust b e  b a s e d  o n  con ta in ed  an d  p ru d en t fisc a l  
p o lic y , the con tro l o f  in fla t io n  an d  a  c o m p etit iv e  an d  su sta in ab le  e x c h a n g e  rate. Im p ro v em en ts  
in  co m p etit iv en ess  w o u ld  entail the re stru c tu rin g  o f  firm s , the im p lem en ta tio n  o f  co m p etitio n  
p o lic y  an d  in c rea se s  in  p ro d u c tiv ity  ga in s , w h ic h  c o u ld  create  u n e m p lo y m e n t  in  so m e  sectors. 
H o w e v e r ,  the re stru ctu rin g  p ro ce ss  c o u ld  le a d  to  the c rea tion  o f  n e w  p ro d u c t iv e  activ ities, w h ic h  
c o u ld  a b so rb  w o rk e rs  le a v in g  d e c lin in g  sectors, th ro u gh  p ro p e r  sy stem s o f  re tra in in g  an d  a  
f le x ib le  la b o u r  m arket.
F o r  C a r ib b e a n  coun tries , the re n e w e d  fo c u s  on  g ro w th , in eq u a lity , p o v e rty  an d  the a b ility  
o f  d e v e lo p in g  coun tries  to  catch  u p  w ith  the d e v e lo p e d  w o r ld  is  o f  trem en d o u s  s ign ific an ce .  
G r o w th  w ith  equ ity  is  so m eth in g  the re g io n  h as  lo n g  g r a p p le d  w ith , fo r  the m o st part w ith  
lim ited  success. In  fact, e v en  in  p e r io d s  o f  fa ir ly  d ecen t g ro w th  in  the re g io n , there  h as b e e n  a  
m an ife s t  g a p  b e tw e e n  th is g ro w th  an d  in c o m e  d istribu tion . Is su e s  re la ted  to  the o f fs h o re  
f in an c ia l sector n eed  in c re a se d  attention  e sp e c ia lly  in  lig h t  o f  the p u b lic a t io n  o f  the O rg a n iz a t io n  
fo r  E c o n o m ic  C o o p e ra t io n  an d  D e v e lo p m e n t  ( O E C D )  repo rt on  H a rm fu l  T a x  C om p etit io n .  
P o l ic y  m easu re s  h a v e  a lre a d y  b e e n  taken  in  so m e  coun tries  to  im p ro v e  the re gu la t io n s  and  
su sp en s io n  o f  th is sector, b u t  m o re  n ee d s  to b e  d o n e  to  pu t the in tegrity  an d  c red ib ility  o f  the  
sector b e y o n d  an y  doubt.
A n o th e r  c h a lle n g in g  is su e  fo r  the re g io n  is  the su sta ined  d e c lin e  in  n o n -o i l  c o m m o d ity  
prices . T h e  ad v e rs e  e ffe c t  on  e x p o rt  rece ip ts  h as lim ited  the poten tia l con tribu tion  o f  ex p o rts  to  
g ro w th  an d  e c o n o m ic  w e lfa r e .  T h e  d e c lin e  in  c o m m o d ity  p ric e s  p o in ts  to  the n ee d  fo r  
ad ju stm en t p o lic ie s , in c lu d in g  d iv e rs ific a t io n , to  re d u ce  d e p e n d e n c e  on  these p ro d u c ts  and  
im p ro v e  v a lu e  ad d e d  in  p rodu ction .
In  the a rea  o f  trade, the ex ten s io n  o f  p re fe ren tia l a ccess  to  the U n it e d  States m ark et u n d e r  
the C B T P A  in  M a y  2 0 0 0  w a s  s ign ifican t. T h e  n e w  ag re em en t is  b a s ic a lly  an  ex ten s io n  o f  the  
C a r ib b e a n  B a s in  In itia tiv e  ( C B I ) ,  to  p ro v id e  p re fe ren tia l treatm ent fo r  a  n u m b e r  o f  p ro d u c ts  that 
w e r e  e x c lu d e d  u n d e r  the fo rm e r  pact. T h e se  p ro d u c ts  in c lu d e  tex tile  an d  ap p a re l, fo o tw e a r ,  
h a n d b a g s  an d  lu g g a g e ,  can n ed  tuna an d  p e tro leu m  p rodu cts . T h e  p ro sp e c t iv e  b e n e fit  to  the  
re g io n  stem s fro m  the fa c t that th ese  are  p ro d u c ts  that so m e  coun tries  a lre a d y  a re  p ro d u c in g  o r  
are  l ik e ly  to  p ro d u c e  co m p e tit iv e ly  in  the fu ture . G e n e ra lly ,  the n e w  a r ran gem en t p ro v id e s  
treatm ent fo r  the C a r ib b e a n  that is  s im ila r  to  w h a t  is  p ro v id e d  to  M e x ic o  u n d e r  the N o r th  
A m e r ic a n  F re e  T ra d e  A g re e m e n t  ( N A F T A ) .  T h e re  are in d ica tio n s  that the im p lem en ta tio n  o f  
N A F T A  in  1994 le d  to  a  s ign ific an t  lo s s  o f  m ark et share  fo r  C a r ib b e a n  tex tile  p ro d u ce rs  on  the  
U n it e d  States m arket. T h e  C B T P A  sh o u ld  red re ss  the b a la n c e  in  p re fe ren t ia l a ccess  to the
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U n it e d  States m ark et w h ic h  sh o u ld  le a d  to  f irm e r  g ro w th  in  ex p o rts  to  the U n it e d  States. 
H o w e v e r ,  the e l ig ib il ity  criteria , in c lu d in g  co m m itm en t to  W T O  o b lig a t io n s , p ro tec tion  o f  
in te lle ctu a l p ro p e rty  righ ts  an d  ad h e ren ce  to  in te rn a tio n a lly  a ccep ted  co v en an ts  on  w o rk e rs  righ ts  
m a y  b e c o m e  o b sta c le s  fo r  so m e  coun tries  to  access  the n e w  ben e fits .
A ls o ,  in  June 2 0 0 0  the su cc e sso r  to  the L o m e  I V  A g re e m e n t , the A C P - E U  P a rtn ersh ip  
A g re e m e n t , w a s  s ign ed  in  C o to n o u , B e n in . T h e  A g re e m e n t  is  m u c h  m o re  p ro g re s s iv e  and  
p ra g m a tic  than  the L o m é  p ro to c o ls  an d  seek s  to  co rrec t the in trin sic  w e a k n e s s e s  in  the p ro to co ls . 
R e f le c t in g  the n e w  spirit, the a g re em en t in co rp o ra te s  a  fu ll  p o lit ic a l d im en s io n , p a rt ic ip a t io n  o f  
c iv il so c ie ty  an d  o th er stak eh o lde rs , a  cen tra l o b je c t iv e  o f  p o v e rty  redu ction , n e w  an d  m o re  
fo rw a rd - lo o k in g  trade  an d  e c o n o m ic  co o p e ra t io n  an d  a  re structu red  an d  m o re  f le x ib le  fin an c ia l  
p ro to co l. A lth o u g h  in  k e e p in g  w ith  n e w  g lo b a l  rea lities , the p re fe ren tia l p ro to c o ls  are  l ik e ly  to  
b e  e ro d e d  o v e r  tim e  w ith  ad v e rs e  e ffe c ts  fo r  ex p o rts  o f  b an an as , su g a r  an d  rum , the a g reem en t  
p ro v id e s  sco p e  fo r  o ther exp o rts , e sp e c ia lly  m an u fa c tu red  g o o d s . E n trep ren eu rs  w o u ld  n ee d  to  
take  ad v a n ta g e  o f  tech n ica l an d  fin a n c ia l a ss istan ce  p ro v id e d  u n d e r  the C en tre  fo r  D e v e lo p m e n t  
o f  E n te rp r ise  -  p ro v id e d  in  the a g re em en t to  d e v e lo p  co m p etit iv e  m an u fa c tu red  exports . A  
lim ita tio n  o f  the ag re em en t is  the lim ited  fin an ce  p ro v id e d  fo r  the p riv a te  sector, w h ic h  seem s  
not to b e  in  k e e p in g  w ith  the e sp o u se d  p ro m o tio n  o f  p riv a te  se c to r -le d  g ro w th , b u t  w h ic h  h o ld s  
opp o rtu n itie s  to  b e  taken  ad v a n ta g e  o f  th ro u gh  c rea tiv e  use.
II. GLOBAL OUTPUT, INFLATION AND REGIONAL PERFORMANCE
A lth o u g h  the effects o f  the A s ia n  crisis continued  to b e  fe lt in  a  n u m ber o f  countries, g lo b a l  
econom ic  and  financia l conditions h ave  im p ro v ed  con sid erab ly  du ring  1999. T h e  U n ite d  States 
econ om y  entered its eighth  consecutive  y ea r o f  expan sion  -  d riven  essen tia lly  b y  innovation  and  
techno logy . T h e  c ris is -a fflic ted  econom ies o f  South E ast A s ia  appeared  to h ave  staged  a  strong  
econom ic  recovery . E co n o m ic  recovery , a lbeit tentative and  frag ile , has a lso  b e gu n  in the C oun tries  
in Transition . B u ffe te d  b y  adverse  international econom ic  conditions and, m ore  particu larly , 
continued  deterioration in n o n -fu e l com m odity  prices, L a tin  A m e r ic a  experien ced  v irtual econom ic  
stagnation. T h e  p ace  o f  econom ic  recovery  s lo w e d  som ew h at in S u b -S ah a ran  A fr ic a , w ith  G D P  
g ro w th  d ec lin ing  to b e lo w  3 p e r cent fo r  the first tim e in  fiv e  years.
A fte r  reg iste rin g  a  g row th  rate o f  2.5 p er cent in 1998, world output rebou n d ed  s ign ifican tly  
to reco rd  g ro w th  o f  3.3 p e r cent in 1999. T h e  recovery  in  A s ia  fro m  the ra vages  o f  the financia l crisis  
co u p led  w ith  the continued  robust g ro w th  o f  the U n ite d  States econom y  contributed  to g lo b a l output 
expansion  in 1999. In  addition , the recovery  o f  o il p rices from  the exceptiona lly  l o w  leve ls  o f  1998 
and early  1999 h e lp ed  to fu e l econom ic  expan sion  in a  n u m ber o f  o il p ro d u c in g  countries.
T h e  advanced economies g r e w  b y  3.1 p e r cent, con sid erab ly  h igh er than the 2.4 p er cent 
g ro w th  rate reco rd ed  in  1998. A m o n g  this g rou p  o f  countries, the Japanese econ om y  im proved , 
g ro w in g  b y  0.3 p er cent. A lth o u g h  this g ro w th  rate la g g e d  b eh in d  that o f  the U n ite d  States and  the 
E u rop ean  U n io n , the tu rnaround w a s  rem ark ab le  w h en  com p ared  to a  contraction o f  2.5 percent in  
the p reced in g  year. A lth o u g h  G D P  g ro w th  dec lin ed  m arg in a lly  b y  0.1 percen tage  points in the 
U n ite d  States, it nonetheless reco rd ed  the strongest g row th  (4 .2  p er cent) o f  all the advanced
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econom ies in 1999. In  the w id e r  E u ro -a rea , output g ro w th  s lo w e d  to 2.3 p e r cent com p ared  to 2.8  
p er cent in 1998.
In  the developing countries, y e a r -o n -y e a r  output g r e w  s ligh tly  fro m  3.2 p e r  cent in 1998 to
3.8 p e r cent in 1999. T h e  decline in output g ro w th  in A fr ic a , the M id d le  E ast and  E u ro p e  and  Latin  
A m e r ic a  and  the C a r ib b ean  w e re  m ore  than o ffse t b y  the increase o f  6.0 p er cent in A s ia . In  the 
A s ia n -4  countries2 output g ro w th  rebou n d ed  s ign ifican tly  to 2.5 p e r  cent after contracting b y  a  
w h o p p in g  9.5 p e r cent in 1998. In  the Countries in Transition G D P  reco rd ed  a  g ro w th  rate o f  2.4  
p er cent, s ign ifican tly  h igh er than the negative  g ro w th  rate o f  0.7 p e r cent in 1998.
D esp ite  the m arg ina l dec line  o f  output g row th , the United States econ om y  is n o w  on  a  
reco rd  expansion , d riven  fundam enta lly  b y  strong g row th  in  dom estic  agg rega te  dem and. In flationary  
fo rces  rem ained  quiescent, and  this a l lo w e d  the F edera l R ese rv e  to m aintain  an accom m odating  
m onetary  p o lic y  stance that has b o o sted  dom estic agg rega te  dem and  and  p rom oted  easy  financia l 
conditions w o r ld  w ide . A  m a jo r facto r contributing to the robust g ro w th  o f  the U n ited  States  
econom y  has been  the h igh  leve l o f  investm ent in the in fo rm ation  techno logy , the b ack b o n e  o f  the 
“n e w  econ om y” . E xpectations about the h igh  g ro w th  potentials o f  this sector h ave  attracted m assive  
capital in f lo w s  and  thereby  contributed  to the creation  o f  m ore  h igh  tech -com pan ies and  their h igh  
va luation  in  the stock m arket.
T able 1: GDP grow th rates
1995 1996 1997 1998 1999
Global O utput 3.6 4 4.1 2.5 3.3
Advanced economies 2.5 2.7 3 2.4 3.1
Japan 0.9 3.6 1.4 -2.5 0.3
United States o f America 2 2.4 3.9 4.3 4.2
European area 2.5 1.7 2.6 2.8 2.3
Developing Countries 5.9 6.4 5.9 3.2 3.8
Africa 2.9 5.3 3.4 3.1 2.3
Asia 8.9 8.1 6.8 3.8 6
A S E A N -4 7.1 3.7 -9.5 2.5
China 9.6 8.8 7.8 7.1
M iddle East and Europe 3.5 4.6 4.1 2.7 0.7
Western Hemisphere 0.2 3.5 5.3 2.1 0.1
Countries in Transition -1.3 0.1 1.9 -0.7 2.4
Central &  Eastern Europe 1.3 1.5 2.4 1.8 1.4
Russia -5 0.9 -4.5 3.2
Transcaucasus, &  Central Asia 1.6 2.1 2.3 4.4
Source: I.M.F. W orld  Economic Outlook, April 2000
2 The Asian-4 countries are Indonesia, Malaysia, Philippines and Thailand.
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T h e  bene fits  o f  this re co rd -b re ak in g  econom ic  expansion  h ave  reached  m any  A m erican s  as 
ev iden ced  b y  the continu ing tighten ing o f  the la b o u r  m arket. M o r e  than 2 .7  m illio n  non -agricu ltu ra l 
jo b s  w e re  created, w h ich  resu lted  in a  drop  in the un em p loym ent rate to 4 .2  p e r cent in 1999 , the 
lo w e st  it has been  since the 1960s.3 T h e  rap id  g row th  in p roductiv ity  has a lso  m ade it p o ss ib le  to 
ra ise real (in f la t io n -ad ju s ted ) w a g e s , w h ile  at the sam e tim e p ro v id in g  a  lid  aga inst in flation.
T h e  rap id  g ro w th  in  dom estic  agg rega te  dem and , w h ich  has been  outstripp ing sup p ly , has  
resu lted  in w id en in g  external d isequ ilib rium . T h e  current account defic its reached  U S $ 4 0 0  b illio n  o r  
3.7 p e r cent o f  G D P  up fro m  U S $  150 b illio n  in 1998. It is p o ss ib le  that the b u o y an cy  o f  the stock  
m arket, espec ia lly  the rap id  increase in asset p rice  va luations that has un derp inned  dom estic private  
dem and  m ight exp o se  the U n ited  States econ om y  to a  sign ifican t d egree  o f  vu ln erab ility , i f  there is a  
sudden  reversa l in  asset prices. T h is  underscores the need  to m aintain  p rudent m acroeconom ic  
p o lic ie s , both  fisca l and  m onetary  p o lic y , to av o id  any  abrupt h ard  lan d in g  o f  the econom y.
A fte r  contracting b y  2.5 p er cent in 1998, the Japanese econom y  reco vered  som e o f  the lost 
m om entum  and reg iste red  a  g ro w th  rate o f  0.3 p er cent in real G D P ,  underp inned  b y  an increase in  
governm ent expenditure. T h is  m acroecon om ic  activ ism  b o o sted  business con fidence , w h ich  in turn  
le d  to sign ifican t im provem ents in corporate p ro fitab ility  and  an increase in industrial p roduction . 
D o m estic  dem and  continues to re ly  h eav ily  on  fisca l stim ulus. In c reas in g  leve ls  o f  fisca l defic its at 
5.4 p er cent co u p led  w ith  a  governm ent debt o f  125.0 p er cent o f  G D P  im p o sed  a  lim it on  the 
continued  use o f  fisca l p o lic y  to jum p-start the econom y. D e fla t io n a ry  pressures, w h ich  h ave  been  a  
perenn ia l p ro b le m  in the Japanese econ om y  in recent y ears, seem  to h av e  eased  considerab ly .
In  the European Union, G D P  g ro w th  s lo w e d  to 2.3 p e r cent in  1999 com pared  to 2.8 per  
cent fo r  1998. E co n o m ic  perfo rm an ce  m asked  sign ifican t d ivergen ce  am o n g  in d iv idua l countries in  
the E u rop ean  A rea . A m o n g  the three largest econom ies in  the E U ,  output g ro w th  w a s  strong in  
France, w h ich  reco rd ed  a  g ro w th  rate o f  2 .7  p e r cent, still b e lo w  the leve l fo r  1998. Ita ly  and  
G erm an y  reco rd ed  annual g ro w th  rates o f  1.4 percent and  1.5 p er cent, respective ly . T h e  p ro p o sed  
cut in persona l in com e tax  in  G erm an y  - equ iva len t to U  p er cent o f  G D P  - is expected  to boost  
agg rega te  dem and. In  the U n ite d  K in g d o m , econom ic  g ro w th  exp an d ed  b y  2 p er cent in  1999, 
s ligh tly  b e lo w  the 2.2 p er cent reco rd ed  fo r  1998. T h is  is the lon gest econom ic  expansion  in  the 
U n ite d  K in g d o m  on  record. S trong tu rnaround  in g lo b a l econom ic  activity, co u p led  w ith  a  h igh ly  
com petitive  exch an ge  rate, cou ld  b e  the key  to future recovery  in this reg ion .4 M o n e ta ry  p o lic y  
rem ained  accom m odatin g  so as to shore up the euro. U n em p lo y m en t, w h ich  has been  a  m a jo r  
p ro b le m  in the E u rop ean  U n io n  countries, has n o w  fa llen  fu rther to 8.9 p e r cent in 1999 from  9.7 per  
cent in 1998, w ith  a  resultant b o o st in consum er and  business con fidence. N e t  j o b  creation in 1999 
w en t up b y  1.0 p e r cent, o w in g  to la b o u r  m arket re fo rm s im p lem ented  in  a  n u m ber o f  countries.5 T h e  
in itiatives taken b y  countries to enhance the w o rk in g  sk ills and  em p loyab ility  o f  the la b o u r  fo rce  and  
p rom otin g  the use o f  m ore  fle x ib le  fo rm s o f  em p loym ent fo r  l o w  sk illed  w o rk ers  contributed  to 
im p ro v ed  la b o u r  m arket conditions. D esp ite  the tighten ing o f  la b o u r m arkets and  in creased  incom es, 
consum er p rice  in fla tion  in the E u rop ean  U n io n  fe ll to 1.2 p e r cent on  average. S o m e  countries 
reg iste red  in fla tion  rates o f  around  0.5 p er cent in  1999, ra is in g  concerns about the risk  o f  deflation .
3 See United States Government, Economic Report of the President, February 2000, Washington, DC.
4 See I.M.F. W orld  Economic Outlook (2000).
5 See for example European Union, The E U  Economy: 1999 Review.
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Table 2: Inflation and interest rates
1995 1996 1997 1998 1999
Inflation <1>
Advanced economies 2.5 2.4 2.2 1.5 1.4
European Union 2.9 2.5 1.9 1.4 1.4
Japan -0.1 0.1 1.7 0.6 -0.3
U .S .A . 2.8 2.9 2.4 1.6 2.2
Developing Countries 22.7 13.3 9 10.1 6.5
Africa 32.9 25.2 14.1 9.2 11
Asia 11.9 6.8 4.1 7.6 2.5
Middle East and Europe 35.7 24.7 22.3 26 20.3
Latin America 25.9 18.4 10.5 10.3 9.6
Countries in Transition 22 44
Central &  Eastern Europe 75.3 32.4 38.9 21 21
Russia 190.1 47.8 15.8 28 86
Transcaucasus and Central Asia 250.4 65.3 36.1 13 15
Short-term  interest rates <2>
U .S .A . 5.5 5 5.1 4.8 4.8
Japan 1 0.3 0.3 0.2 0.1
Euro area 6.1 4.6 4.1 3.9 3
Notes: for the U S A  three months Treasury Bills, for Japan three-months certificate o f deposits 
Source: I.M.F. W orld  Economic Outlook, April 2000
Table 3: Unemployment rates
1995 1996 1997 1998 1999
Advanced economies 7.3 7.3 6.8 6.7 6.4
European Union 11.2 11.4 10.4 9.7 8.9
France 11.6 12.4 12.6 11.7 11
Germany 9.4 10.3 9.9 9.4 9
Japan 3.1 3.3 3.4 4.1 4.7
United Kingdom 8.2 7.5 5.7 4.7 4.4
United States 5.6 5.4 4.9 4.5 4.2
Source: I.M.F. W orld  Economic Outlook (Interim Assessment September 1999)
O utput fo r  the developing countries as a  w h o le  g r e w  m odestly  b y  3.8 p er cent after 
d ec lin in g  fo r  tw o  consecu tive  years. P e rfo rm an ce  v a r ied  con siderab ly  across reg ion s  and  am on g  
countries. N o n -fu e l  com m odity  exporting  countries, m ostly  in  L a tin  A m e r ic a  and  A fr ic a , w e re  
severe ly  a ffected  b y  lo w  com m odity  prices, w h ils t the fu e l exporters b en e fited  fro m  the recovery  in
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oil prices. T h e  m ost notab le  am o n g  these w e re  countries in the M id d le  E ast and  a  f e w  countries in  
su b -S ah a ran  A fr ic a .
E co n o m ic  pe rfo rm an ce  in sub-Saharan Africa in 1999 un dersco red  the vu ln erab ility  o f  the 
re g io n ’ s output to exo gen o u s  factors. E co n o m ic  recovery  still rem ains fra g ile  and  n a rro w -ba sed . A  
n u m ber o f  factors ran g in g  fro m  w ar , w eath er-re la ted  factors, such as d rough t and  flo o d s  (m a in ly  in  
Southern  A fr ic a ) ,  all co m b in ed  to s lo w  d o w n  the pace  o f  econom ic  recovery . G D P  g ro w th  stood  at 
2.3 p er cent in 1999 com p ared  to a  g ro w th  rate o f  3.1 p e r  cent in  the p rev iou s  year. H o w e v e r ,  this 
average  g ro w th  rate m asked  sign ifican t variations in  perfo rm an ce  across the Continent. D esp ite  the 
increase in the p rices o f  o il in 1999, A f r i c a ’ s tw o  largest o il p ro du c in g  countries, A lg e r ia  and  
N ig e r ia , reco rded  redu ced  output g row th  du ring  the y e a r  under rev iew . A lg e r ia ’ s real G D P  g row th  
rate d ec lin ed  fro m  5.1 p e r cent in  1998 to 3.4 p e r cent in  1999, w h ile  in N ig e r ia  G D P  reg iste red  a  
gro w th  rate o f  1.1 p er cent d o w n  fro m  1.9 p e r cent in 1998. In  K en y a , econom ic  g ro w th  dec lined  
fro m  2.1 p er cent to 1.8 p e r cent on  account o f  p o o r  ra in fa ll, w h ich  a ffected  agricu ltura l production . 
U g a n d a  reco rd ed  the h ighest g ro w th  rate in  1999: 7.8 p e r cent com p ared  to 5.4 p e r cent in 1998, 
un derp inned  b y  successfu l im p lem entation  o f  a  m acroecon om ic  stab ilisation  and  structural 
adjustm ent p rogram m e. N o t  su rpris in g ly , output g ro w th  contracted in the D em o cra tic  R e p u b lic  o f  
the C o n g o  b y  15.0 p er cent, S ierra  L e o n e  b y  8.1 p e r  cent and  the R e p u b lic  o f  C o n g o  b y  1.6 p er cent.6
T h e  p ace  o f  econom ic  recovery  in Asia-Pacific in creased  b e y o n d  expectations. A fte r  
dec lin ing  con siderab ly  to 3.8 p e r  cent in 1998, output g ro w th  rebou n d ed  s ign ifican tly  and  reco rded  
an increase o f  6.0 p e r cent in 1999. P e rfo rm an ce  v a r ied  across countries. M o s t  o f  the cris is -a ffected  
econom ies seem  to b e  reco verin g  fro m  the fin anc ia l crisis o f  1997-98. G D P  g ro w th  g r e w  b y  10 'A  per  
cent in K o rea , 5 'A  p e r cent in  M a la y s ia , 4.3 p e r cent in T h a ilan d  and  to 3 -4  p er cent in  1999. F isca l 
stim ulus in troduced  in a  n u m ber o f  countries co u p led  w ith  p o lic ie s  im p lem ented , such as real 
devaluation , h e lp ed  underp in  econom ic  recovery  in these countries. R e a l deva luation  h e lp ed  enhance  
export com petitiveness o f  these countries, resu lting in surp luses on  the current account o f  the ba lan ce  
o f  paym ents - and  the re bu ild in g  o f  the once  dep leted  fo re ign  exch an ge  reserves.7 In creased  fo re ign  
exch an ge  earn ings m ade it p o ss ib le  fo r  the countries to fin ance  m ore  im ports w ith  the resultant 
increase in im port v o lu m es  b y  30 p e r cent and  25 p e r cent in K o re a  and  T h a ilan d , respectively .
A  n u m ber o f  c r is is -a ffected  countries h ave  im p lem ented  fa r -reach in g  ad justm ent and  
stab ilisation  m easu res to correct the structural p ro b lem s that contributed  to the 1997 financia l crisis. 
A m o n g  these countries, K o re a  has im p lem ented  the m ost fa r -reach in g  and  am bitiou s restructuring  
program m e. T h e  restructuring o f  the financia l and  corporate sector has p ro g re ssed  successfu lly  and  is 
re flected  in  d ec lin in g  debt to equity  ratios. W h i le  the “ ch aeb o l” h av e  m ad e  sign ifican t p rog re ss  in  
redu c in g  their external liab ilities, m ore  still needs to b e  done to strengthen their m anagem ent  
system s. O th er countries, such as T h a ilan d , face  a  d ifficu lt task o f  econom ic  restructuring, 
particu larly  b a n k s ’ restructuring.
In  C h ina , G D P  g r e w  b y  7.0 p e r cent in  1999 com p ared  to 7.8 p er cent in the p rev iou s  year. 
H a d  it not been  fo r  the recovery  that is u n d erw ay  in  other A s ia n  countries the C h in ese  econom y  
m ight h ave  g ro w n  m uch  m ore  s lo w ly . T h is  recovery  together w ith  the fisca l stim ulus p ack age
6 This clearly attests to the profound negative impact o f political conflict and particularly civil w ar on economic 
growth in sub-Saharan Africa.
7 In Korea, for example, gross foreign exchange reserves grew from US$9 billion in 1997 to US$83 billion at the 
end o f March 2000.
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in troduced  in 1999 h e lp ed  o ffse t the e ffect o f  a  dec line  in dom estic  p rivate  dem and  on  the econom y. 
T h e  G overn m en t continued  to pu rsue  b ro ad e r fin anc ia l sector re fo rm , in c lu d in g  interest rates 
liberalisation . C h in a  is expected  to jo in  the W T O  in the near future and  this is expected  to put 
pressure  on  that country to p ress ahead  w ith  structural re form .
T h e  effects o f  the A s ia n  crisis continued  to b e  fe lt in m any  Latin America and Caribbean 
countries as re flected  in s lo w e r  econom ic  g ro w th  rates, redu ced  capital in f lo w s  and  d ec lin ing  prices  
fo r  n o n -fu e l com m od ities .8 R ea l g ro w th  in G D P  s lo w e d  fu rther to 0.1 p e r cent in 1999 com p ared  to
2.1 p er cent in  1998. M a rk e d  d iffe rences  w e re  d iscerned  in econom ic  perfo rm an ce  across countries  
w ith in  the subregions. M e x ic o , C entra l A m eric an  and  som e C a rib b e a n  countries reco rd ed  better 
econom ic  perfo rm an ce  than the Southern  cone countries. T h e  fo rm er g rou p  o f  countries (d u e  to their 
strong trade and  financia l ties w ith  the U n ite d  States) b en e fited  fro m  the b o o m in g  U n ite d  States 
econom y , w h ile  the latter g rou p  o f  countries w a s  m ore  a ffected  b y  the sharp dec line  in intra- 
M E R C O S U R  trade. M e x ic o  and  the Centra l A m eric an  country o f  C osta  R ic a  reco rd ed  G D P  g row th  
rate o f  3.5 p e r cent and  7.5 p e r cent, respective ly . T h ese  h igh er g row th  rates w e re  m ade p o ss ib le  b y  
exp an d in g  exports as re flected  in an increase o f  16.0 p e r  cent and  19.9 p e r  cent in the v a lu e  o f  
exports o f  M e x ic o  and  C osta  R ica , respective ly . T h e  tw o  largest econom ies in the Southern C on e, 
B ra z il and  A rgen tin a , reco rd ed  G D P  g ro w th  rates o f  0.5 p e r cent and  -3 .5  p e r cent, respective ly , due  
to w e a k  export perfo rm ance . T h e  va lu e  o f  exports o f  g o o d s  and  serv ices in 1995 prices fe ll b y  12.6 
p er cent in  A rgen tin a , 7.5 p e r cent in  B ra z il, a  w h o p p in g  29 .4  p er cent in  P a ra gu ay  and  b y  12.4 per  
cent in U ru g u ay . T h ere  w a s  a lso  a  no ticeab le  d ec lin e  in  the v a lu e  o f  im ports in a  n u m ber o f  countries  
as a  resu lt o f  d w in d lin g  export earnings. T h e  re g io n ’ s im ports (in  v a lu e  te rm s) contracted b y  4.1 per  
cent, s ligh tly  lo w e r  than exports, w h ich  contracted b y  5.2 p er cent. T h e  co m b in ed  effect o f  d ec lin ing  
rate o f  g row th  in exports and  im ports w a s  an im provem ent in the current account o f  the ba lan ce  o f
9
paym ents .
S tab ilisation  po lic ies , w h ich  h ave  been  im p lem ented  in the re g io n  h ad  contributed  to p rice  
stability  in L a tin  A m e r ic a  w h ich  has been  p rone  to h igh  lev e ls  o f  in flation . A m o n g  the best  
perfo rm ers, C h ile  stood  out w ith  an in fla tion  rate o f  2.6 p er cent and  P e ru  4.8 p er cent in 1999. 
H o w e v e r ,  in fla tion  inertia still rem ains a  real p ro b le m  fo r  a  n u m ber o f  countries, such as V e n e z u e la  
and M e x ic o , w h ich  reco rded  d o u b le -d ig it  in fla tion  rates o f  13.9 p e r cent and  20 .2  p e r cent, 
respective ly . M o re  needs to be  done to reduce in fla tion  rates further in these countries. W h i le  there  
w a s  a  d o w n w a rd  m ovem ent in  consum er p rices across the reg ion , the fisca l defic it w id en e d  fu rther to
3.2 p e r cent o f  the p roduct in 1999 com p ared  to 2 .7  p e r cent in  1998. V ir tu a lly  all the countries  
reco rd ed  fisca l defic its ran g in g  fro m  1.3 p e r  cent o f  G D P  in M e x ic o  to 9 p e r cent in  B ra z il (S e e  
F igu re  4 ). T h is  w o rsen in g  in fisca l ba lan ces  w a s  attributed to recessionary  cond itions and  s lo w d o w n  
in international trade, w h ich  depressed  tax  revenue.
8 See E C L A C , Preliminary Overview o f the Economies o f Latin America and the Caribbean, 1999.
9 According to E C L A C  (1999), current account deficit as a percentage o f G D P  declined from 4.5 per cent in 1998 to
3.2 per cent in 1999.
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S ince the U n ite d  States is the largest trad ing  partner o f  the Caribbean, the robust g ro w th  o f  
that econ om y  continued  to p ro v id e  a  stim ulus to sustained  output g ro w th  in the subregion . T h e  rate 
o f  g ro w th  in G D P  in  the C a r ib b ean  su b reg ion  rose to 3.1 p e r cent in  1999 com p ared  to a  g ro w th  rate 
o f  1.8 p e r cent in 1998.10 C ountries  that w e re  ab le  to take advan tage  o f  the b o o m in g  U n ite d  States 
econ om y  b y  exporting  m ore  to that m arket reco rded  robust g ro w th  rates. N o ta b le  am on g  these w e re  
the se rv ice -b a sed  econom ies  o f  T h e  B ah am as  (5 .8  p er cent); B e l iz e  (6 .2  p e r cent); the D o m in ican  
R e p u b lic  (8 .2  p e r cent); and  the p e tro leu m -based  econ om y  o f  T rin id ad  and  T o b a g o  (4 .2  p e r cent). 
G ro w th  w a s  m ore  lethargic  in Surinam e, D o m in ic a  and  Jam aica. N o t  surpris ing ly , since Jam aica ’ s 
econ om y  re lies  h eav ily  on  the p roduction  o f  a lum ina  fo r  fo re ign  exch an ge  earn ings, its exports m ay  
h ave  been  ad verse ly  a ffected  b y  the e xp lo s io n  last July at the K a is e r ’ s G ram ercy  A lu m in a  R e fin e ry  
in L ou is ian a , U n ited  States. A s  a  result, its exports to the U n ite d  States contracted b y  10.1 p e r cent. 
Jam aica ’ s total m erchand ise  exports (in  v a lu e  te rm s) a lso  fe ll b y  10.3 p e r cent in  1999 com p ared  to
5.1 p e r  cent in 1998. S im ilarly , m erchand ise  im ports reco rd ed  a  negative  g ro w th  rate o f  -4 .5  per  
cent.11
E co n o m ic  deve lopm en ts and  d ivergen ces  in  the E U ,  the second  largest trad ing  partner o f  the 
C aribbean , h ave  h ad  d iffe ren t im p lications fo r  the C aribbean . A lth o u g h  C a rib b ean  countries’ exports  
to the E U  en joy  preferentia l duty free  access un der the L o m é  C on ven tion , the continued  uncertainties 
su rround in g  the E U  ban an a  and  suga r p referentia l trad ing arrangem ent, as a  resu lt o f  the recent W T O  
ru lin g  against the E U  ban an a  im port reg im e, appeared  to b e  h av in g  a  negative  im pact on  agricu ltural 
production  in the C aribbean . F o r  the O E C S  g rou p  o f  countries, as a  w h o le , a v a ila b le  data poin t to 
som e w eak en in g  in econom ic  p e rfo rm an ce  in 1999. A c c o rd in g  to the E astern  C a r ib b ean  Central 
B a n k  (E C C B )  ban an a  output contracted in all b an an a  p ro du c in g  countries, w ith  the exception  o f  
G renada. It fe ll b y  11.0 p er cent in Saint L u c ia , 7.4 in Saint V in cen t and  the G ren ad in es  and  3.0 per  
cent in D om in ica . In  aggregate , ban an a  p roduction  fo r  the reg ion  stood  at 130,940 tons, 7.7  
percen tage  points b e lo w  the leve l fo r  1998 .12 T h is  d ec lin e  w a s  in part attributable to u n favo u rab le  
w eath er conditions. S im ilarly , output o f  sugarcan e and  cacao  contracted b y  21 .4  p e r cent and  31.4  
p er cent, respective ly . A lth o u g h  b an a n a  output fe ll b y  a  substantial m argin , earn ings fe ll s ligh tly  b y  
4.0 p er cent due to 0.2 percen tage  points increase in  the ave rage  g reen  m arket p rice  p e r  ton.
In  T rin id ad  and  T o b a g o , the econ om y  g r e w  b y  4.2 p e r cent, underp inned  b y  strong recovery  
in o il p rices fro m  the exception a lly  l o w  leve ls  in 1998.13 T h is, together w ith  the recovery  o f  the 
m anu facturing  sector, m ore  than o ffse t the negative  im pact o f  the lack lustre agricu ltural p erfo rm an ce  
on  G D P  grow th . In  addition , the entry into p roduction  o f  a  la rge  re finery  as w e ll  as the co m in g  into 
operation  o f  a  liq u e fied  gas  p lant all h ad  positive  sp ill-o v e r  effects on  the dom estic econom y.
E c o n o m ic  re fo rm s  w h ic h  h a v e  b e e n  w id e ly  im p lem en ted  in  the C a r ib b e a n  su b re g io n  and  
w h ic h  in v a r ia b ly  in c lu d e d  m a c ro e c o n o m ic  s tab iliza t io n  h ad  co n tribu ted  to  stab le  p ric e s  as  
e v id e n c e d  b y  l o w  in fla t io n  rates. In  1999, c o n su m e r  p r ic e s  d e c lin e d  in  lin e  w ith  that o f  the  
r e g io n ’ s m a jo r  trad in g  p artners  -  the U n it e d  States an d  the E u ro p e a n  U n io n .  In  T r in id a d  and  
T o b a g o ,  fo r  e x am p le , the in fla t io n  rate d e c lin ed  fro m  5.6  p e r  cent to  2 .6  p e r  cent in  1999 w h i le  it 
in c re a se d  s ligh t ly  fr o m  1.7 p e r  cen t in  1998 to  2 p e r  cent in  1999 in  B a r b a d o s  (S e e  F ig u re  2 ).
10 See E C L A C , Preliminary Overview of the Economy of Latin America and the Caribbean, 1999.
11 See The Economist Intelligence Unit (E .I .U ) Country Report, 1st quarter 2000.
12 See E C C B , Economic and Financial Review, Vol. 18 No.4, December 1999.
13 According to the I.M .F .’s W orld  Economic Outlook oil prices have increased by more than x percent in 1999.
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S im ila r  to  the trends o b s e rv e d  in  L a t in  A m e r ic a ,  the p u b lic  sector d e fic it  w id e n e d  in  a  n u m b e r  o f  
coun tries . J a m a ic a ’ s fis c a l d e fic it  o f  7.5 p e r  cent o f  G D P  w a s  the h igh est in  the su b re g io n . T h e  
G o v e rn m e n t , th e re fo re , in tro d u ced  a  series  o f  tax  m easu re s  to  re d u ce  the de fic it. T h e se  in c lu d e  
in c rea se s  in  sp ec ia l c o n su m p tio n  ta x  on  certa in  p e tro leu m  p rodu cts , h ig h e r  ta x es  on  c igare ttes  
an d  a lc o h o lic  b e v e ra g e s  (+ 3 3 .3  p e r  cen t) an d  h ig h e r  m o to r  v e h ic le  lic en se  ch a rges . T h e  fisc a l  
d e fic it  a lso  w id e n e d  s ligh t ly  in  H a it i f r o m  2 .4  p e r  cent to  2 .6  p e r  cent o f  G D P  in  1999. T h e  
D o m in ic a n  R e p u b lic ,  h o w e v e r ,  w a s  the o n ly  ex ce p t io n  as it m a n a g e d  to  b a la n c e  its b u d g e t  in  
1999 (S e e  F ig u r e  4 ).
III. WORLD TRADE DEVELOPMENTS
H a v in g  contracted b y  1.6 p er cent in 1998, the rate o f  g row th  in the w o r ld ’ s m erchand ise  
exports (in  v a lu e  te rm s) p ick ed  up con sid erab ly  - b y  3.5 p e r cent - in 1999. U n d e rp in n in g  this robust  
gro w th  in  m erchand ise  exports in 1999 w a s  the recovery  in A s ia , particu larly  in the c ris is -a fflic ted  
countries and  continued  bu oyan t dem and  in  N o rth  A m erica . C on tin u in g  the trend started in  1990, 
but w h ich  w a s  d isrupted  in 1998, d ev e lo p in g  coun tries’ m erchand ise  exports g r e w  faster than the 
g lo b a l average. O il  exporters and  exporters o f  m anu factured  go o d s  experien ced  an increase in  the 
v a lu e  o f  their m erchand ise  exports. P rim ary  com m odity  exporters, h o w ev e r , reco rd ed  lo w e r  export  
v a lu es  due to a  dec line  in  com m odity  prices. A s  in  1998, m arked  variations w e re  o b se rv ed  in  trade  
trends across reg ion s  and  w ith in  subregions.
A fte r  contracting considerab ly , b y  15.5 p e r cent, in 1998, Africa’s m erchand ise  exports  
reg iste red  a  g ro w th  rate o f  8.0 p e r cent, the second  h ighest in the w o r ld  after the A s ia n -4  countries. 
T h e  exports o f  m a jo r fu e l-p ro d u c in g  A fr ic a n  countries14 g r e w  substantially , b y  24 .0  p er cent, after 
stagnating b y  31.4 p e r cent in  1998. O n  the other hand, the rate o f  g ro w th  in m erchand ise  im ports  
s lo w e d  d o w n  to 0.5 p e r cent - com p ared  to 1.2 p e r cent the p rev iou s  year. C on sequ en tly , the faster 
g ro w th  in exports re lative  to im ports led  to con siderab le  im provem ents in  the trade balance .
Latin America reco rd ed  a  6 p e r  cent g row th  in the va lu e  o f  m erchand ise  exports in 1999, a  
con siderab le  im provem ent o v e r  the contraction o f  -1 .2  p er cent experienced  in  1998. H o w e v e r ,  this 
agg rega te  figu re  is som ew h at m islead ing . I f  M e x ic o  is ex c lu d ed  fro m  the g rou p , the positive  g row th  
rate d rops to -2 .0  p e r cent. A  n u m ber o f  factors contributed  to the d iffe ren ces  in  export p erfo rm an ce  
be tw een  M e x ic o  and  the South A m eric an  countries. M e x ic o ’ s exports, w h ich  are m ade up o f  
m anufactured  goods , b en e fited  fro m  m ore  stable p rices w h ilst South A m eric an  countries w e re  
a ffected  b y  the dec line  in  p rim ary  com m odity  prices. In  addition , the d iffe rences  in  the d irection o f  
trade contributed  to the d iffe rences  in  trade perfo rm ance . M e x ic o ’ s strong trade and  fin anc ia l ties 
w ith  the b o o m in g  U n ited  States econom y  p ro v id ed  an im petus fo r  in creased  exports w h ile  the 
stronger in traregional nature o f  South A m e r ic a ’ s trade a ffected  their exports due to a  dec line  in intra- 
M E R C O S U R  trade. M e rch an d ise  im ports fo r  the reg ion , as a  w h o le , contracted b y  4 p e r cent as the 
contraction  in im ports o f  South A m eric an  countries m ore  than o ffse t the 13.5 p e r cent g ro w th  in  
M e x ic a n  im ports.
14 This comprises the following countries: Angola, Algeria, Congo, Gabon, Libyan Arab Yamahiriya and Nigeria.
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T h e  m ost salient deve lopm en t in Asia’s trade in  1999 w a s  the strong g ro w th  rate in  the va lu e  
o f  m erchand ise  exports o f  the fiv e  coun tries15 m ost a ffected  b y  the financia l crisis o f  1997-98. T h e ir  
rate o f  g ro w th  in exports (in  v a lu e  te rm s) rose to 9.5 p e r cent in 1999, fro m  -3 .5  p er cent in  1998. 
U n d e rp in n in g  this strong g ro w th  w a s  the recovery  o f  the electron ic g o o d s  industry  w h ich , fo r  
exam p le , accounted  fo r  m ore  than 80 p e r cent o f  the exports o f  M a la y s ia  and  South K orea .
A lth o u g h  econom ic  g ro w th  re co vered  b y  2.0 p e r cent in the transition economies, this 
h o w e v e r  d id  not p ro v id e  an im petus fo r  sustained  export grow th . T h e  g row th  rates o f  bo th  
m erchand ise  exports and  im ports fe ll b y  1.5 p e r cent and  13 p er cent, respective ly . T h e  contraction  
in the v a lu e  o f  trade w a s  m ore  p ron oun ced  in the R u ss ian  Federation  w h e re  im port dem and  
contracted p rec ip itously  b y  som e 30.5 p er cent. T h e  s lo w  G D P  g ro w th  in E u ro p e  co u p led  w ith  the 
decline in  R u ss ian  im ports contributed  to a  lack lustre trade p e rfo rm an ce  in this g rou p  o f  countries.
Table 4. Value of merchandise trade
EXPORTS (f.o.b.) IM PORTS (c.i.f.)
1997 1998 1999 1997 1998 1999
Global 3.5 -1.6 3.5 3.5 -0.8 4
North America 9.2 -0.7 4 10.3 4.4 11.5
Latin America 10.2 -1.2 6 18.5 4.8 -4
Mexico 15 6.4 16.5 22.6 13.9 13.5
Other 7.2 -6.2 -2 16.4 -0.1 -14.5
Western Europe -0.6 3.4 -0.5 -0.3 5.9 0.5
European Union -0.5 3.8 -0.5 -0.5 6.3 1
Economies in Transition 4.1 -4.6 -1.5 6.5 -1.8 -13
Central/Eastern Europe 6.3 9.5 0 5.6 10.8 -2
Russian Federation -0.4 -15.9 0 6.7 -19.8 -30.5
Africa 1.9 -15.5 8 5.5 1.2 0.5
South Africa 6.2 -9 1.5 9.5 -9.3 -8.5
M ajor fuel exporters a -0.1 -31.4 24 9.6 -0.8 5.5
M iddle East 4.7 -22.4 22 8.1 -3.2 4
Asia 5.4 -6.1 7.5 0.4 -17.8 10.5
Japan 2.4 -7.8 8 -3 -17.2 11
China 21 0.6 6 2.5 -1.5 18
Asia (5 ) b 5.1 -3.5 9.5 -3.1 -30.9 15.5
Source: W orld  Trade Organization
a Angola, Algeria, Congo, Gabon, Libyan Arab Yamahiriya and Nigeria
b Indonesia, the Republic o f Korea, Malaysia, Philippines and Thailand




S ince the tou rism  sector is a  m a jo r source o f  g ro w th  fo r  m any  C a rib b ean  countries and  one o f  
the w o r ld ’ s largest and  fastest g ro w in g  industries, accounting fo r  m ore  than one th ird o f  the total 
v a lu e  o f  serv ices trade, it is im portant to exam ine  the latest d eve lopm en ts in this sector.16 G lo b a l  
tou rism  g r e w  faster (4.1 p e r cent) in  1999 than (3.1 p er cent) in 1998. T h e  s lo w e r  g ro w th  in 1998 
co u ld  b e  attributed to the contraction o f  output in m any  E ast A s ia n  econom ies as a  resu lt o f  the 
financia l crisis. In  1998, international tou rism  contracted b y  0.9 p e r cent in the South E ast A s ia n  
countries. T h e  resu rgence  in the econom y in 1999 p ro v id ed  a  boost to A s ia n  tou rism  as re flected  in  
the g row th  rate o f  10.5 p e r cent, the second  h ighest after the M id d le  East. In  term s o f  receipts fro m  
in ternational tou rism  the U n ite d  States w a s  b y  the fa r  the largest earner at U S $ 7 4 .4  m illion , fo l lo w e d  
b y  Spain  and  F rance  at U S $ 3 2 .9  m illio n  and  U S $ 3 1 .7  m illion , re sp ec tive ly .17 E arn in gs  fro m  tourism  
w en t up b y  4.3 p e r cent in  the U n ite d  States despite a  stronger U S  dollar.
Table 5: International tourist arrivals (millions)
1997 1998 1999 ch an g e(%)
1998 1999
W orld 618.3 636.7 662.9 3 4.1
Africa 23.2 25 27.3 7.4 9.1
Americas 116.6 120 123 2.9 2.5
East Asia and the Pacific 88.3 87.4 96.6 -0.9 10.5
Europe 371.2 383.8 392.5 3.4 2.3
Middle East 14.3 15.3 17.9 7.2 17.4
South Asia 4.8 5.2 5.7 8 8.3
Source: W orld  Tourism Organization (W T O ) Database, M ay 2000
In  an e ffo rt to ad just to a  rap id ly  and  ever ch an g in g  international environm ent and  d iversify  
their econom ies, the C a r ib b ean  countries h ave  d ev e lo p ed  dyn am ic  and  v ib ran t serv ice  econom ies, 
w ith  tou rism  and  financia l serv ices b e in g  the dom inant fo re ign  exch an ge  earners. T h e  tou rism  sector 
has assum ed  a  le ad in g  ro le  in the econom ies o f  m any  C a rib b ean  countries and, m ore  particu larly , the 
O E C S  countries. A s  can b e  seen fro m  T a b le  6, revenue fro m  tou rism  am ounted  to E C $ 2 ,2 4 7  m illion s  
in 1999, an increase o f  6 p er cent o v e r  1998, despite the 2.6 p e r cent decline in  total v is ito r arrivals. 
C ru ise  ship passengers  contracted b y  5.8 p e r  cent, w h ile  s tay -ove r arriva ls  in creased  b y  3.7 p e r cent. 
T h is  m ore  than o ffse t the contractionary  im pact o f  cru ise ship p assengers  on  total receipts, due to the 
greater in flu en ce  o f  s tay -ove r arriva ls  on  the o ve ra ll p e rfo rm an ce  o f  the industry. A  b re ak d o w n  o f  
stay -ove r arriva ls  b y  country o f  o rig in  revea ls  a  strong g ro w th  (16 .4  p e r cent) in visitors fro m  the
16 See World Trade Organization, Tourism Services, S/C/W/51, 23 September 1998.
17 See World Tourism Organization at http://www.world-tourism.org “ World Tourism results Revised upwards.
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U n ite d  K in g d o m  com p ared  to a  m eagre  1.2 p e r cent fo r  the U n ite d  States. S tay -o v e r arriva ls  fro m  
C an ad a  contracted substantially  b y  11.2 p e r  cent.
Table 6: Selected tourism statistics - ECCB area
1998 1999 % Change
Total V is ito r A rriva ls
2,441,767 2,377,696 -2.6
S tay -O ver A rriva ls 838,195 869,031 3.7
U S A 275,013 278,209 1.2
C anada 50,860 45,140 -11.2
U K 175,444 204,182 16.4
C aribbean 211,363 213,329 0.9
Other Countries 125,515 128,171 2.1
Excursionists 111,447 102,560 -8.0
Cruise Ship Passengers a 1,492,125 1,406,105 -5.8
N u m b e r o f  Cruise Ship C a llsb 1,505 1,514 0.6
Total V is ito r Expenditure (E C $ ) 2,129.39 2,257.66 6.0
Source: Eastern C aribbean  Central Bank, E conom ic and Financial R ev iew , 
D ecem ber 1998 and D ecem ber 1999
a Excludes A n g u illa  but includes yacht passengers fo r St Kitts and  
N e v is  and St V incent and the Grenadines. 
b Excludes A n g u illa  and St. V incent and the Grenadines.
C om p lem en tin g  tou rism  serv ices h ave  been  trade in financia l services, w h ich  has in creased  
rap id ly  in recent years  la rge ly  in response to rap id  techno log ica l change, and  financia l libera lisation  
polic ies . O ffsh o re  financia l centres h ave  flou rish ed  in m any  countries and  m ore  particu larly  in  the 
E n g lish -sp eak in g  countries, p ro v id in g  a  w id e  range  o f  financia l services. T h ese  h ave  fostered  
econom ic  g row th , generated  em p loym ent and  in creased  the ava ilab ility  o f  finance  fo r  developm ent. 
H o w e v e r ,  m any  fea r that the 1998 O E C D  R ep o rt on “Harmful Tax Competition: An Emerging 
Global Issue”18 m ay  n egative ly  a ffect the fu rther evo lu tion  and  deve lopm en t o f  the o ffsh o re  financia l 
industries w o r ld  w id e , and  m ore  particu larly  in  the C aribbean .
18 The following Caribbean countries were identified in the report to have harmful tax regimes: Anguilla; Antigua and 
Barbuda; Aruba; The Bahamas; Barbados; Belize; British Virgin Island; Dominica; Grenada; Montserrat; Netherlands 
Antilles; St. Lucia; St. Kitts and Nevis; St. Vincent and the Grenadines; and US Virgin Islands.
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IV. INSTITUTIONAL DEVELOPMENTS IN THE AREA OF TRADE
T h e  evo lu tion  o f  the g lo b a l trad ing  system  is b e in g  accom p an ied  b y  an exp lo s io n  in  reg iona l 
trad ing  arrangem ents around  the w o rld . U n lik e  the earlier w a v e s  o f  reg iona lism , the current w a v e  
seem s to b e  fac ilita tin g  rather than im p ed in g  the integration  o f  countries into the m ultilateral trad ing  
system  as em b o d ied  in the WTO. T h e  salient activity that p reo ccu p ied  the o rgan ization  in 1999 w as  
the p reparation  o f  the W T O  T h ird  M in iste ria l M e e t in g  in Seattle, W ash in g to n . T h e  Seattle M e e tin g  
w a s  in tended  to set the agen da  fo r  the M ille n n iu m  R o u n d  o f  trade libera lisation  negotiations as w e ll  
as to d iscuss fu rther libera lisa tion  in  agricu lture  and  services, w h ich  rem ain  un fin ished  on  the agen da  
o f  the U ru g u a y  R o u n d  o f  trade negotiations. T h e  W T O  M in iste ria l M e e t in g  in Seattle fa ile d  fro m  the 
beg in n in g . C ountries  w e re  m arked ly  d iv id ed  on  issues to b e  d iscussed  at the m in isteria l summit. 
D e v e lo p in g  countries w e re  eage r to d iscuss issues perta in ing to agricu lture  libera lisation  and, m ore  
spec ifica lly , quotas on  c lo th ing and  textiles, but h ad  little interest in issues such as e -com m erce , 
la b o u r  standards and  environm ent and  trade linkages. O n  the other hand, the U n ite d  States w an ted  to 
d iscuss la b o u r  standards and  p o ss ib ly  reach an agreem ent on  e -com m erce . T h ese  m arked  d iffe rences  
in countries’ positions m ade it d ifficu lt fo r  de legates to reach  an agreem ent on  an agen d a  fo r  trade  
negotiations. In  addition , the m any  dem onstrations, particu larly  b y  la b o u r m ovem ents and  the 
environm entalists, contributed  to the fa ilu re  o f  the Seattle Sum m it.
H a v in g  launched  the s in g le  currency, the euro, the European Union continued  to w o rk  
v ig o ro u s ly  tow ard s  w id en in g  the grou p ing . It adopted  a  s in g le  fram ew o rk  fo r  13 app licant countries. 
It took  a  dec is ion  at its H e ls in k i Sum m it in D e c e m b e r  1999 to w id en  the accession  p rocess to 13 
applicant countries19. E n co u rage d  b y  this decision , countries on  the E u rop ean  U n io n  accession  track  
im p lem ented  a  series o f  econom ic  re fo rm s, in c lu d in g  structural ad justm ent m easu res necessary  fo r  
p rep arin g  them  fo r  the E U  m em bersh ip . T h e  first applicant countries are expected  to b e  adm itted  
tow ard s  the end  o f  2002.
In  addition  to its efforts a im ed  at the en largem ent p rocess and  in line  w ith  its com m itm ent to  
‘open  re g io n a lism ’ , the E U  con c lud ed  a  series o f  negotiations w ith  other countries so as to w id en  
in tegration  to other parts o f  the w o rld . M o s t  notab ly , p rog re ss  w a s  m ade tow ard s  fin a lis in g  the lon g  
aw a ited  p o s t -L o m e  D eve lo p m en t Partnersh ip  A g re em en t as a  successor agreem ent to the L o m e  I V  
C on ven tion  w h en  negotiations w e re  h e ld  in 1999 w ith  the A C P  g rou p  o f  countries. Furtherm ore , E U -  
L atin  A m e r ic a  re lations entered a  n e w  phase  w h en  the tw o  reg ion s  rea ffirm ed  their com m itm ent at 
the sum m it o f  H e a d s  o f  States o r G overn m en t to d eve lop  a  strategic partnership  be tw een  the tw o  
regions.
P ro g re s s  to w a rd s  the e stab lish m en t o f  a  Free Trade Area of the Americas b y  2005  
re m a in e d  on  track  w ith  the c o n v e n in g  o f  the F ifth  M in is te r ia l  M e e t in g  in  T o ro n to , C a n a d a , on  3 ­
4 N o v e m b e r  1999. T h e  m in iste rs  re sp o n s ib le  fo r  trade, re p re sen tin g  the 34  coun tries , re a ff irm e d  
th e ir co m m itm en t to  the p r in c ip le s  an d  o b je c t iv e s  set ou t in  M ia m i  in  1995. S im ila r  to  A P E C  and  
the E U ,  the F T A A  is  e x p ec ted  to  e m b ra c e  o p e n  re g io n a lis m  w ith  the a im  o f  fa c ilita t in g  ra ther  
than  im p e d in g  m u ltila te ra l trade  lib e ra liz a t io n .
A fte r  trade disputes erupted  be tw een  the tw o  largest econom ies in the trad ing b loc , B ra z il  
and A rgen tin a , in early  1999, MERCOSUR countries continued  to w o rk  tow ard s  deepen in g  the
19 The follow ing are the 13 applicants to the E U : Bulgaria, Cyprus, the Czech Republic, Estonia, Hungary, Latvia, 
Lithuania, Malta, Poland, Romania, Slovakia, Slovenia and Turkey.
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in tegration  p rocess. R ec o g n is in g  the p ro fo u n d  negative  im pact o f  the financia l crisis on  reg iona l 
econom ies, the countries s a w  the need  to coord inate  m acroecon om ic  p o lic ie s  so as to m itigate the 
vu ln erab ility  o f  the econom ies to fin anc ia l contagion. A t  the b iannua l M E R C O S U R  sum m it h e ld  on  
7-8  D e c e m b e r  1999 in M o n tev id eo , U ru g u a y , they reached  agreem ent on  a  Southern  C on e  
con vergen ce  criteria as w e ll  as on  harm onisation  o f  econom ic  p o lic y  in  genera l and  fisca l and  
financia l p o lic y  in particular.
A fte r  m any  o f  the re g io n ’ s econom ies su ffe red  the brunt o f  the financia l crisis in  the p e riod  
1997-1998, A s ia  P a c ific  E co n o m ic  C oop era tion  (APEC) countries m ade con siderab le  e fforts o ve r  
the last tw o  yea rs  to restructure the econom ies and  put in p lace  the necessary  m echan ism s to 
strengthen their superv isory  and  p rudential regu lations. T h e  annual sum m it o f  the A P E C ,  w h ich  w a s  
h e ld  in A u ck lan d , N e w  Z ea lan d , in Septem ber 1999, re v ie w e d  p rogress  m ade b y  the A s ia n  countries  
in re fo rm in g  their econom ies. Furtherm ore , the o rgan ization  com m itted  it s e lf  to a ir service  
libera lisation  in  the w h o le  A P E C  reg ion  by :
•  E lim in a tin g  restrictions on  a ir-re lated  services, such as g rou n d  h an d lin g  and
com puter reservations;
•  R e m o v in g  barrie rs  to a irfre igh t serv ice  p rov iders ;
•  A l lo w in g  m u ltip le  a irline designation , in creasing  com petition  in  dom estic and
international m arkets; and
•  A l lo w in g  airlines to cooperate  w ith  each  other th rough  ventures, such as code
sharing.
T h e  libera lisation  o f  the a ir serv ice  industry is expected  to b r in g  sign ifican t bene fits  to 
countries in the A P E C  region . A c c o rd in g  to A P E C ,  in 1997 the re g io n  accounted  fo r  33 o f  the 50 
largest airlines in  the w o r ld , carry in g  m ore  than 789 m illion  passengers, w h ich  generated  a  com bin ed  
revenue o f  U S $ 1 7 2  b illion .
D e e p e n in g  the in tegration  p rocess w ith in  the su b reg io n  and  w id e n in g  it to other areas o f  the 
A m eric a s  continued  to b e  the o ve rr id in g  priority  agen d a  fo r  1999 fo r  the Caribbean Community 
(CARICOM). T o  this end, the C om m u n ity  m ade  concerted  efforts tow ard s  fin a lis in g  the 
establishm ent o f  the S in g le  M a rk e t  and  E co n o m y  (S M & E ) .  O n e  such e ffo rt w a s  the s ign in g  o f  
p ro toco ls  am en d ing  the T reaty  o f  C hagu aram as. T h e  fo l lo w in g  p ro toco ls  w e re  signed: P ro to co l I V  - 
on  trade p o lic y ; P ro toco l V I  - on  transport p o lic y  and  P ro toco l V I I  - on  d isadvan taged  countries, 
reg ion s  and  sectors. Furtherm ore, in an e ffo rt a im ed  at w id en in g  the in tegration  p rocess to other areas 
o f  the A m eric a s  an agreem ent w a s  s ign ed  b e tw een  C A R I C O M  and  the D o m in ic an  R e p u b lic  in  1999. 
T h e  agreem ent seeks to facilitate trade and  create m arkets fo r  certain goods. P ro v is io n a l agreem ents  
w ere  a lso  s ign ed  fo r  the entry o f  certain p roducts fro m  C o lo m b ia  on  p referentia l terms. In  addition , 
bilatera l trade and  investm ent agreem ents w e re  b e in g  negotiated  w ith  M e x ic o  and  the M E R C O S U R  
countries.
A n  im portant deve lopm en t fo r  the C a r ib b ean  in 1999, and  one  w h ich  un dou bted ly  h ad  a  
p ro fo u n d  im pact on  the trade re lations b e tw een  the U n ited  States and  the C aribbean , w a s  the o n go in g  
debate in the U n ite d  States C on g re ss  on  a  trade b i l l  that w o u ld  g iv e  trade p re fe rences to Su b -S ah aran  
A fr ic a  and  C a rib b ean  B a s in  countries. A fte r  a  protracted  debate, U n ite d  States leg is lators
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o v e rw h e lm in g ly  p assed  the T ra d e  and  D ev e lo p m en t A c t  b y  a  vote  o f  77-19. P residen t B i l l  C lin ton  
subsequently  s ign ed  the B i l l  into law . B y  g iv in g  25 C a rib b ean  B a s in  and  48 su b -S ah a ran  A fr ic a n  
countries trade parity w ith  M e x ic o , the A c t  is expected  to p revent fu rther erosion  o f  p refe rences  
conceded  under the C a r ib b ean  B a s in  E co n o m ic  R ec o v e ry  A c t  (C B I )  o f  1983. It extends trade  
p refe rences to a  n u m ber o f  products such as apparel, p etro leum  products, textiles, etc w h ich , w e re  
hitherto ex c lu d ed  fro m  the C B I.
V. FINANCIAL DEVELOPMENTS
1. Continuing the reforms of the global financial system
T h e  p ro g ram m e o f  action to re fo rm  and  strengthen the international fin ancia l system  
continued  in 1999. Im portan tly , e fforts w e re  m ade to m ake the m easures m ore  in tegrated  and  w id e -  
ran g in g  in  an e ffo rt to avert o r lim it the im pact o f  future crises. S trong em phasis w a s  p lac ed  on  
re fo rm in g  and  strengthening fin anc ia l institutions and  arrangem ents. A m o n g  the in itiatives started  
w a s  the F inanc ia l Stability  F o ru m , w h ich  w a s  estab lished  in A p r i l  1999 to p rom ote  international 
financia l stability  th rough  im p ro v ed  cooperation  and  coord ination  in the areas o f  fin ancia l m arket  
superv ision , su rve illance  and  regu lation . In  recogn ition  o f  their p ivo ta l ro le  in the g lo b a l econom y, 
the F o ru m  p ro p o sed  strategies fo r  the strengthening and  re fo rm  o f  the govern an ce  system s o f  the 
International F inanc ia l Institutions (IF Is ).  T o  enhance transparency and  to p rom ote  best practices in  
financia l m arkets, the F o ru m  p ro p o sed  the rap id  deve lopm en t o f  in ternationally  ag reed  codes o f  
transparency and  standards o f  best p ractice fo r  bo th  p u b lic  sector and  p rivate  financia l institutions. 
In  addition , ca lls  w e re  m ade fo r  countries to p ro v id e  m ore  tim ely  and  com prehensive  data on  capital 
f lo w s , espec ia lly  short-term  specu lative  flo w s . Im portan tly , countries w e re  u rged  to m ake im p ro ved  
d isc losu re  o f  their direct m aterial exposu re  to H ig h ly  L e v e ra g e d  Institutions (H L I s )  since these  
institutions tended  to b e  particu larly  vu lnerab le .
M o re o v e r , creditors in industria lised  countries w e re  u rged  to m ake better assessm ents o f  the 
risks associated  w ith  financia l m arkets in d ifferen t countries. T h ese  in c lu ded  the im p lem entation  o f  
the B a s le  C om m ittee ’ s rev is ion s to the C ap ita l A c c o rd  and  encouragem ent and  incentives fo r  
o ffsh o re  fin anc ia l centres to com p ly  w ith  in ternationally  accepted  superv isory  and  regu latory  
standards to a id  in  the figh t aga inst m oney  laundering. A ls o  essential w a s  the dem and  fo r  countries  
to link  m acroecon om ic  p o lic y  re fo rm  w ith  financia l sector restructuring. T h is  centred on  strategies  
to he lp  em erg in g  econom ies to im p lem ent a  w e ll-s e q u e n c e d  approach  to capital account  
libera lisation  and  to curtail their dependence  on  short-term  capital flo w s . C ap ita l account p o lic ie s  
w ere  to b e  supported  b y  c red ib le  and  sustainable exch ange  rate m echan ism s, re flec ting  the reserve  
positions and  p rospects fo r  lon ger-te rm  grow th . T h e  W o r ld  B a n k  and  the International M on e ta ry  
F u n d  ( I M F )  w e re  also  ca lled  upon  to strengthen their cooperation  w ith  and  assistance to em erg in g  
econom ies to m ake their financia l system s m ore  resilient.
T h e  F in an c ia l F o ru m  ca lled  fo r  support to b e  p ro v id ed  th rough  the I M F ’ s n e w  C on tingent  
C red it L in e  ( C C L )  fo r  countries that w e re  p u rsu in g  sound  p o lic ie s  w hen , th rough  no  fau lt o f  their 
o w n , they w e re  a ffected  b y  fin anc ia l contagion. A ls o ,  a  greater ro le  w a s  p ro v id ed  fo r  the private  
sector in crisis m anagem ent. N o ta b ly , a  p ivo ta l ro le  w a s  p ro v id ed  fo r  socia l p o lic ie s  to cush ion  the 
b u rden  o f  ad justm ent that fe ll on  the p o o r  du rin g  crises. In  addition , there w a s  a  c larion  ca ll fo r  the
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in ternational com m unity  to step up co llabo ration  w ith  governm ents to p rom ote  investm ent in  p eo p le  
th rough  health, education , and  other b as ic  needs in  o rder to underp in  sustainable developm ent.
2. Financial adjustments and other policy issues in 1999
T h e  b ro a d -b a se d  resu rgence  in financia l m arkets, e spec ia lly  in the A s ia n  crisis econom ies, 
som e o f  w h ich  h ave  h ad  v -sh a p ed  recoveries , does not m ean  that all is w e ll  in  these m arkets. Indeed , 
the re fo rm s and  restructuring, that h ave  fac ilitated  som e return to health, n eed  to b e  m aintained  to  
avert o r m in im ise  the effects o f  fu ture crises. G iv e n  the v a ry in g  extent o f  restructuring and  
adjustm ent, the p rospective  lon g -te rm  fin anc ia l v ia b ility  o f  d iffe ren t countries and  reg ion s  rem ained  
quite disparate. T h e  A s ia n  crisis econom ies, n o tab ly  the R e p u b lic  o f  K o rea , h ave  m ade g o o d  
p rogre ss  in  restructuring their fin anc ia l and  corporate sectors and  h ave  therefore  seen ren ew ed  
in vestor con fidence. T h e  restructuring o f  D a e w o o , fo r  instance, has p ro v id ed  an im portant positive  
signal o f  the go a l o f  the authorities to im p ro ve  transparency and  accountability  in  traditional 
businesses in  K o rea . Further, the continued  restructuring o f  the la rge  industrial corporations o r  
chaebo ls  in K o re a  and  the keiretsu  system s in Japan shou ld  strengthen the business environm ent in  
these countries.
A n  im portant issue o f  concern  has been  the re lative ly  w i ld  sw in g s  in  asset prices, espec ia lly  
in industrial and  som e em erg in g  m arket econom ies. T h ese  sharp changes in  the p rices o f  stocks, land  
and p roperty  h av e  o ften  accentuated the business cycle , re in fo rc in g  b o o m s  and  m ak in g  recessions  
m ore intractable. Steep fluctuations in asset p rices h ave  particu larly  p e rverse  effects on  the ba lan ce  
sheets o f  fin ancia l institutions fo rc in g  re -va luation s o f  n o n -lo an  assets and  changes in earn ing fees  
and charges. N o ta b ly , b y  sharp ly  redu c in g  the net w o rth  o f  househ o ld s  and  corporate institutions, 
p lu m m eting  asset p rices tend to ra ise s ign ifican tly  the ratio o f  n o n -p e rfo rm in g  loans in  the total loan  
p ortfo lio  o f  financia l institutions. T h ese  effects h ave  been  m an ifested  in countries as d iverse  as 
In d o n es ia  and  Jam aica. In  addition , fin anc ia l frag ility  tr igge red  b y  an initial rou nd  o f  asset price  
declines co u ld  create se lf -fu lf i ll in g  negative  expectations that co u ld  le ad  to a  run on  banks and  severe  
credit crunches. T h is  im p in ges  on  the ava ilab ility  o f  capital fo r  dyn am ic  entrepreneurs, dam pens the 
productiv ity  o f  investm ent and  w eak en s  sustained g ro w th  perfo rm ance . T o  better assess their im pact  
on  in flation ; asset p rices m ust b e  better re flec ted  in the basket o f  g o o d s  and  serv ices u sed  fo r  
in fla tion  targeting. M o re o v e r , m onetary  p o licy , a  m ore  fle x ib le  instrum ent than fisca l p o licy , m ust 
b e  u sed  in a  tim ely  m anner to o ffse t  the im pact o f  rap id  asset p rice  in fla tion  o r de flation  on  econom ic  
perfo rm ance.
T h e  debate o v e r  the cost-benefit o f  do llarisa tion  w a s  rek in d led  in 1999. C urrencies  in  a  
n u m ber o f  em erg in g  econom ies tu m b led  in the w a k e  o f  the A s ia n  financia l crisis, and  som e h ave  
been  hard -pu t to re co ver strength in the ensu ing  period , im p in g in g  on  the resu rgence  in grow th . 
D o lla risa tion  w a s  d eem ed  an option  fo r  creating a  c red ib le  exch an ge  rate m ech an ism  in  countries  
such as A rg e n tin a  and  E cuador. T h e  debate o v e r  do llarisa tion  w a s  p rom pted  la rge ly  b y  specu lative  
attacks against a  n u m ber o f  currencies and  the resu lting depreciation , even  in the fa c e  o f  re lative ly  
sound  m acroecon om ic  fundam enta ls in som e countries. A rg e n tin a  continued  w ith  its cu rrency b o a rd  
arrangem ents, but in  2000 E cuado r, after som e consideration , adopted  the U n ited  States d o lla r  as its 
dom estic  currency. C on trary  to the E u rop ean  U n io n  econom ies, w h ich  are m ore  ak in  to an optim al 
currency area  becau se  o f  the sim ilarity  o f  their econom ic  and  financia l structures, L a tin  A m erican  
countries, such as A rg e n tin a  and  E cuado r, are not in an optim al zone  cu rrency w ith  the U n ite d  States. 
T h is  m igh t curtail the bene fits  o f  do llarisa tion  fo r  these countries. N everth e less , do llarisa tion  shou ld  
reduce the coun tries’ risk  p rem ium s, le ad in g  to lo w e r  interest rates and  thereby  redu c in g  debt
19
se rv ic in g  costs and  a lso  im p ro v in g  stability  and  restricting the im pact o f  crises b y  d am pen in g  the 
im pact o f  specu lative  attacks, since the U n ited  States d o lla r  is a  se ign io rage  currency. M o re o v e r , b y  
strengthening fin anc ia l integration w ith  the U n ited  States, do llarisa tion  cou ld  facilitate trade and  
investm ent w ith  the U n ited  States.
A  m a jo r d isadvan tage  o f  do llarisa tion  is that it b a s ic a lly  elim inates the adjustm ent 
m ech an ism  p ro v id ed  b y  fle x ib le  exch an ge  rate instrum ent. D o lla r isa t io n  m eans that a  country, in  
o rder to m aintain  its trade com petitiveness, m ust m ake real d eva luation  changes th rough  a  dec lin e  in  
nom in a l w a g e s  and  prices, o r re lative ly  s lo w e r  g row th  in costs than in  partner countries. H o w e v e r ,  
g iv en  nom in al w a g e -p r ic e  inertia, com petitive  adjustm ents co u ld  p ro v e  d ifficu lt. A ls o ,  do lla rised  
econom ies stand to lo se  se ign io rage  revenue fro m  the issue o f  the dom estic  currency, as this w o u ld  
accrue to the U n ite d  States alone, un less a  sharing p lan  is ag reed  to, bu t this is un likely .
Privatisation  continued  to p ro v id e  an im portant aven ue fo r  cu rta iling  the ro le  o f  the State in  
p rodu ctive  activity and  fo r  restructuring and  m ak in g  p ro fitab le  lo ss -m ak in g  enterprises. 
T h e  w h o le  spectrum  o f  privatisation  instrum ents w e re  u sed  in 1999, in c lu d in g  auctions, stock o ffers , 
m an agem en t-em p loyee  buyouts, jo in t  ventures, m anagem ent contracts, b u ild -o w n -o p e ra te  ( B O O )  
and b u ild -o w n -o p e ra te -tran s fe r  (B O O T ) .  In  1998, p roceeds  fro m  direct sales represented  ro u gh ly  75 
p er cent o f  privatisation  revenues, w h ile  p u b lic  o ffe rs  accounted  fo r  m ost o f  the ba lan ce  o f  sales. 
Estim ates fo r  1999, h o w ev e r , indicate that the l io n ’ s share o f  revenues cam e fro m  divestitures in  
te lecom m unication s and  p o w e r, o il, and  gas  and  b an k in g  and  financia l services. In  addition , 
privatisation  ga in ed  m om entum  in E ast A s ia  and  the P ac ific , b o o sted  b y  the rebou n d  in g row th , but  
s lo w e d  in L a tin  A m eric a , after v ib ran t g ro w th  in 1998.
In  L a tin  A m e r ic a  and  the C aribbean , p roceed s  fro m  privatisation  d ec lin ed  in 1999, fro m  the 
U S $ 3 8 .0  b illio n  that w a s  ra ised  in 1998. T h is  resu lted  p rim arily  fro m  a  dec line  in  the p rivatisation  
p ro gram m e in B ra z il, w h e re  activity h ad  been  quite h igh  in  1998. N everth e less , this w a s  partly  
com pensated  fo r  b y  a  b o o m in g  p ro g ram m e  in  A rgen tin a , w h e re  the sa le  o f  Y ac im en to s  Petro life ro s  
F isca le s  ra ised  o v e r  U S $ 1 5 .0  b illion . Privatisation  is expected  to m aintain  m om entum  in 2000 and  
2001, as countries attempt to contain  their fisca l defic its and  get rid  o f  lo ss -m ak in g  enterprises. In  
the D o m in ic an  R ep u b lic , fo r  exam p le , the lo n g  aw a ited  privatisation  o f  the sugar com pany  C on se jo  
Estatal de A z u c a r  ( C E A )  w a s  com p leted  w ith  the fina lisation  o f  a  3 0 -y ea r lease  agreem ent w ith  fo u r  
private  com panies. P ro ceed s  fro m  this privatisation  p ro g ram m e are estim ated at m ore  than U S $ 1 1  
m illion  a  year. In  G u yan a , the govern m en t m ade a  b o ld  step in  fin a lis in g  the privatisation  o f  the 
E lectric ity  C om p an y . T h is  is expected  to p ro v id e  the n eeded  im petus to the dom estic econom y  
th rough  m ore  capital in f lo w s  to fin ance  investm ent projects. A c ro s s  the region , there is still further 
scope  fo r  d ivestm ent o f  utilities, te lecom m unication  and  transport and  fin anc ia l serv ices, and  
privatisation  in these areas is expected  to p ick  up con sid e rab ly  in the yea rs  ahead. P rivatisation  in  
the p o w e r  sector in  2000 is expected  in B ra z il, A rgen tin a , and  the R e p u b lic a  B o liv a r ia n a  de  
V en ezu e la , w h ile  in the te lecom m unication s sector p rog ram m es are p lan n ed  fo r  C o lo m b ia . A n  
im portant concern  w ith  respect to the privatisation  o f  n on -tradab le  activities, though , is the 
p oss ib ility  o f  rep lac in g  p u b lic  m o n o po lie s  w ith  p rivate  m o n o po lie s  o r o ligo po lie s . T h is  co u ld  p revent  
the expected  im provem ent in e ffic ien cy  and  b en e fit  to the consum er in term s o f  cheaper and  better 
quality  products o r services. In  som e instances, the situation is co m p ou n d ed  b y  the fact that som e o f  
these p rivate  m o n o po lie s  are not regu lated, le av in g  operators w id e  latitude fo r  anti-com petitive  
practices. Fortunately , the p en d u lu m  has sw u n g  in recent tim es, in fa v o u r  o f  m arket regu lation , 
w h ich  does not stifle  innovation  and  product developm ent, e spec ia lly  in  in fo rm ation  technology .
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3. Trends in savings and investment and current account developments
W o r ld  sav in gs  rem ained  stable at around  23 .2  p er cent o f  G D P  in 1999, w h ich  w a s  about the 
average  fo r  the p e riod  1994 to 1999. In  the ad van ced  econom ies, sav in gs  contracted m arg in a lly  to
21.8 p e r cent o f  G D P  fro m  22.1 p e r cent o f  G D P  in 1998 (S e e  T a b le  7). T h is  contrasted w ith  a  p ick  
up in  g ro w th  in these econom ies fro m  2.4 p e r cent in 1998 to 3.1 p er cent in  1999. S av in gs  
contracted in the U n ite d  States, the E u rop ean  U n io n  and  Japan and  also  in the N e w ly  Industria lised  
A s ia n  econom ies and  d ev e lo p in g  countries.
In  the United States, extrem ely  robust private  consum er and  investm ent dem and  has led  to 
sign ifican t p rivate  sector d is -sav ing . A lth o u g h  total sav in gs  fe ll b y  on ly  10 bas is  points to 18.7 per  
cent o f  G D P ,  private  sav in gs  s lipp ed  a  fu ll 1 p e r cent to 14.7 p e r cent o f  G D P .  F u e lle d  b y  v ibran t  
asset p rices (bo th  equity  and  real estate), the h o u seh o ld  sav in gs  rate in the U n ited  States has actually  
fa llen  b y  ro u gh ly  5 p e r cent o f  d isposab le  in com e since the early  1990s. B y  contrast, agg rega te  
investm ent in  the U n ited  States has in creased  b y  20 bas is  points to 20 .7  p e r cent o f  output, d riven  b y  
robust p rivate  investm ent and  a  p ick  up in p u b lic  investm ent.
O f  concern  fo r  the U n ited  States is the fact that p rivate  b o rro w in g , as a  ratio o f  G D P ,  is at a  
reco rd  h igh  fo r  the post w a r  period . T h is  creates a  c lo u d  o f  doubt o v e r  the sustainability  o f  the 
internal and  external im ba lan ces  and  U n ited  States g ro w th  ultim ately. C urrently , the d isequ ilib riu m  
has been  m an ifested  in  the g ro w in g  current account defic it, rather than in ris in g  in flation . M o re o v e r ,  
very  robust asset prices, in flu en ced  la rge ly  b y  stock prices, h av e  b u o y e d  p rivate  sector p ro fitab ility , 
con fidence  and  the expectations o f  fu ture dynam ism . In  fact, in the U n ite d  States, it is estim ated that 
o v e r  25 p er cent o f  h o u seh o ld  w ea lth  is h e ld  as equity h o ld in gs , w h ile  the poin t elasticity o f  
consum ption  spend ing  re lative  to stock m arket w ea lth  ranges fro m  0.03 to 0.0720. T h is  indicates that 
up to a  m ax im u m  o f  7 cents o f  every  d o lla r  rise in stock m arket w ea lth  is spent on  consum er goods. 
T h is  is quite h igh  b y  international standards.
T h ere  are fea rs  that contrary to in vesto rs ’ expectations, a  correction  in stock p rices cou ld  
ensue in  the future, since the m arket m igh t b e  overva lu ed . Indeed , I M F  S ta ff  estim ates ind icate21 that 
stock m arkets va luation  in  the U n ited  States, the U n ited  K in g d o m , F rance  and  Spa in  appear to be  
ab o v e  the v a lu es  that are ju s t ifie d  b y  the exp lanatory  variab les . I f  U n ite d  States stock va luation s are  
corrected  rap id ly  (e sp ec ia lly  i f  te ch n o lo g y -w e ig h ted  N A S D A Q  stocks do not fu lfi l  expectations) 
le ad in g  to p lu m m eting  p rices and  i f  efforts are m ade to reduce  current account defic it qu ick ly , this 
co u ld  le ad  to a  'hard  land ing ' o f  the U n ite d  States econom y. Such  a  scenario  w o u ld  le ad  to a  sharp  
reduction  in consum er and  investm ent dem and  and  w o u ld  dam pen  U n ited  States g ro w th  w ith  
potentia lly  severe  fa llou t in the w o r ld  econom y , as a  w h o le . A s  a  m atter o f  fact, the im portant ro le  
that the U n ite d  States econom y p la y e d  in h e lp in g  to p u ll the A s ia n  crisis econom ies out o f  recession , 
and gen era lly  stab ilis in g  the w o r ld  econ om y  in the afterm ath o f  the crisis, h igh ligh ts  the potential 
negative  e ffects  o f  a  U n ite d  States h ard  landing.
T h e  w o rse  case scenario  is that the U n ite d  States h ard  lan d in g  w o u ld  cut short the export  
m om entum  o f  the A s ian , L a tin  A m eric an  and  other econom ies, send ing  the w o r ld  econom y  into 
another ta il-spin . In  reality  though , the actual turnout m ay  b e  m ore  ben ign  than this, since som e o f
20 See Nicolas Crafts, “Globalisation and Growth in the Twentieth Century,” IM F  W orking Paper WP/00/44, IM F  
2000.
21 See International Financial Statistics; IM F  staff estimates; and BIS, 69th Annual Report.
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these econom ies h av e  restructured and  are better p lac ed  to g r o w  even  i f  the U n ite d  States econom y  
w eakens. F o r  the C a r ib b e a n  th ou gh , the c o n seq u en ce s  o f  a  U n it e d  States re c e ss io n  c o u ld  b e  qu ite  
severe . In  coun tries , such  as  Jam aica , w h e r e  the fin a n c ia l sector re c o v e re d  in  1999, an d  the  
O E C S ,  w h e r e  g ro w th  w a s  su p p o rted  b y  to u rism  rece ip ts  an d  o f fs h o re  fin a n c ia l sector activ ity , all 
b e n e fite d  fro m  the tr ick le  d o w n  fro m  v ib ra n t  U n it e d  States g ro w th . O th e r  coun tries , such  as 
T rin id a d  an d  T o b a g o  an d  B e l iz e ,  h a v e  p ro fite d  fro m  the p ic k  u p  in  d em an d  fo r  ex p o rts  o f  
p e tro ch em ica l p ro d u c ts  an d  fish e r ie s  an d  fo re stry  p ro d u c ts  fo r  B e liz e .  In d eed , g ro w th  e x p a n d e d  
b y  6 .4  p e r  cen t in  B e l iz e  in  1999. S h o u ld  U n it e d  States g ro w th  su d d e n ly  take  a  n o s e -d iv e , the  
n e g a t iv e  c o n ta g io n  e ffe c ts  on  the C a r ib b e a n  c o u ld  w e a k e n  g ro w th  an d  e m p lo y m e n t  gen era t io n , 
e sp e c ia lly  fo r  e co n o m ie s , l ik e  T r in id a d  an d  T o b a g o ,  that h a v e  ju s t  started to  m ak e  so m e  p ro g re ss  
in  th ese  areas.
S im ila r to the U n ite d  States, agg rega te  savings in the EU dec lin ed  in 1999. T o ta l sav in gs  
dec lin ed  m arg in a lly  b y  20 b as is  points to 21.1 p e r cent o f  G D P .  P rivate  sav in gs  contracted b y  70  
basis  points, but w e re  com pensated  fo r  partly  b y  a  40 b as is  points increase in p u b lic  savings. 
S ign ifican t fisca l tighten ing re lated  to the M aastrich t criteria fo r  the E u rop ean  M o n e ta ry  U n io n  
( E M U )  m em bersh ip  dam pened  p u b lic  sector spending, resu lting in som e im provem ent in savings. 
M e a n w h ile , robust consum er dem and, w h ich  g r e w  b y  about 3 p er cent, im pacted  nega tive ly  on  
private  savings. In  contrast, total investment in creased  m arg in a lly  b y  40 bas is  points to 20 .9  per  
cent o f  G D P .  C ap ita l fo rm ation  w a s  la rge ly  un a ffec ted  b y  the stagnation  in real dem and. G ro ss  
f ix e d  capital fo rm ation  rose  b y  4.5 p er cent, about the sam e rate as in  1998 and  capital accum ulation  
(bo th  in  the business and  real estate sectors) w a s  bo lstered  b y  re lative ly  l o w  interest rates.
T o ta l savings contracted in  Japan la rge ly  as a  resu lt o f  the slum p in p u b lic  sector sav in gs  
w h ich  dec lin ed  b y  2.5 p e r cent o f  G D P .  M o s t  o f  the fisca l stim ulus to “p u m -p rim e” the econom y  
took  p lace  in  the first h a l f  o f  the year, w h en  robust governm ent investm ent ga lv an ised  p rivate  sector 
dem and. U n fo rtun ate ly , there w a s  som e back track ing  in  the second  h a l f  o f  the y e a r  and  the econom y  
contracted at an ann ualised  rate o f  4 p er cent in this period . C on trary  to w h at is n eeded , private  
sav in gs  rose b y  1.2 p e r cent o f  G D P ,  se rv in g  to dam pen  the m u ch -n eed ed  nascent recovery . 
A lth o u g h  not as b a d  as in 1998, Japan w a s  still a ffected  b y  'liqu id ity  trap effects'. T h ere fo re , even  
though  the B a n k  o f  Japan m aintained  its 'zero  interest rate' p o licy , p rivate  dem and  rem ained  anaem ic. 
R e flec tin g  the dec line  in private  investment, total investm ent in Japan contracted b y  60  b as is  points  
to 26.1 p e r cent o f  G D P .  P u b lic  investm ent w a s  constrained  in  the second  part o f  the y e a r  b y  the 
la rge  governm ent debt overh an g , w h ich  stands at about 105 p e r cent o f  G D P .  M e a n w h ile , p rivate  
investm ent w a s  dam pen ed  b y  w e a k  investor sentim ent, occas ion ed  b y  corporate and  financia l 
restructuring and  uncertainty about future p ro fit prospects.
In  the developing countries, savings d ip ped  m arg in a lly  to 25 .4  p e r  cent o f  G D P ,  in  spite o f  
stronger g ro w th  in  output. A m o n g  the reg ions, sav in gs  in creased  in the M id d le  E ast and  E u ro p e  and  
in A fr ic a , but w e re  d o w n  in  A s ia  and  L a tin  A m e r ic a  and  the C aribbean . In  the M id d le  E ast and  
A fr ic a  stronger o il p rices fu e lle d  b y  stronger w o r ld  activity and  restrictions in  quotas b y  the 
O rgan ization  o f  P e tro leu m  E x p o rtin g  C ountries  (O P E C ) ,  resu lted  in  b u rg eo n in g  export receipts that 
contributed  to reductions o f  the fisca l and  current account gap s  in  som e countries. South A fr ic a  
ben e fited  fro m  firm er m etal prices, w h ich  contributed  to a  better than expected  reduction  in the fisca l 
deficit. M o re o v e r , fisca l conso lidation  in  som e countries and  drought conditions in A lg e r ia , the 
Is lam ic  R e p u b lic  o f  Iran  and  M o ro c c o  le d  to m onetary  restraint that constrained  consum ption  and  
en cou raged  savings. A g g re g a te  sav in gs  in the A s ia n  d ev e lo p in g  countries, though  d ec lin ing  since  
the crisis o f  1997-98 , rem ained  com parative ly  h igh  at 31.6 p e r cent o f  G D P  in 1999. S av in gs  w ere  
dam pened  in 1999 b y  the v ib ran t recovery  in p u b lic  consum ption  and  investm ent and  private
22
consum ption , n o tab ly  in K o rea , M a la y s ia  and  T h a ilan d  w h ich  reg iste red  G D P  g ro w th  o f  10.5 per  
cent, 5.5 p er cent and  4.5 p e r cent, respectively .
S im ila r to A s ia , sav in gs  h ave  trended  d o w n w a rd s  in Latin America and the Caribbean 
since the fin anc ia l crisis o f  1997-98. S av in gs  s lipp ed  b y  o v e r  1 p er cent o f  G D P  in 1999, to 16.3 per  
cent o f  G D P .  T h is  w a s  on ly  ju s t  o v e r  h a l f  the ratio fo r  A s ia  and  on ly  exceed ed  the figu re  fo r  A fr ic a .  
L ik e  A fr ic a ,  the sub -op tim al le ve l o f  sav in gs  in L a tin  A m e r ic a  and  the C a r ib b ean  rem ains a  severe  
d rag  on  susta inable  G D P  g ro w th  and  poverty  allev iation . S av in gs  g ro w th  w a s  constrained  b y  the 
re lative ly  sharp fa ll in real output and  the sign ifican t dom estic and  external debt serv ic in g  
com m itm ents, espec ia lly  in  B ra z il,  M e x ic o  and  V en ezu e la . S av in gs  in the C a r ib b ean  su b reg ion  h ave  
tended  to ave rage  a b o v e  the rate fo r  L a tin  A m eric a , in  the re g io n  o f  about 19 p e r cent o f  G D P  in the 
1990s. T h is  is no  great conso lation , h o w ev e r , as W o r ld  B a n k  data indicate that the w o r ld ’ s fastest 
g ro w in g  econom ies in the 1990s h av e  h ad  sav in gs  rates in excess o f  25 p e r  cent o f  G D P .  Further, 
com parative ly  lo w e r  sav in gs  in L a tin  A m e r ic a  and  the C a r ib b ean  h ave  b een  agg rava ted  b y  re lative ly  
lo w e r  p roductiv ity  and  e ffic ien cy  o f  investm ent and  inadequate  fu n d in g  fo r  potentia lly  v ia b le  
enterprises. R ecen t data are not ava ilab le , but data fro m  the W o r ld  B a n k  R e g io n a l Study (1 9 8 6 ), 
indicate that the increm ental capital output ratios ( I C O R s )  fo r  h igh  g ro w th  econom ies, such as the 
A s ia n  T ig e r  econom ies, ran ged  fro m  2.7  to 4.0, w ith  a  m ean  o f  3.6, w h ile  fo r  l o w  g ro w th  econom ies  
it w a s  be tw een  4.0 and  13.0, w ith  a  m ean  o f  7.2. F o r  a  g rou p  o f  C a r ib b ean  countries22 estim ates 
ran ged  fro m  6.7 to 14.1, s ign ifican tly  h igh er than fo r  the best p e rfo rm in g  A s ia n  econom ies. 
C a rib b ean  econom ies therefore  n eed  to des ign  p o lic ie s  to enhance the p rodu ctive  use o f  savings.
S im ila r to sav in g , d ev e lo p in g  countries' investment spend ing  has contracted since the A s ia n  
financia l crisis. In  1999, investm ent dec lin ed  b y  about 60 bas is  points to 25 .7  p e r  cent o f  G D P .  
Investm ent outlays contracted in  all the m a jo r reg iona l g rou p in gs , though  the experience  o f  
in d iv idua l countries varied . Investm ent contracted b y  a  sign ifican t 2.5 p e r  cent o f  G D P  in  Latin  
A m e r ic a  and  the C aribbean , re flecting  s lu gg ish  activity. In  the A s ia n  d ev e lo p in g  countries, 
investm ent fe ll b y  o v e r  1 p e r cent o f  G D P ,  in  consequence  o f  som e frag ility  in the business  
environm ent, w h ich  led  to stagnation in fo re ign  b o rro w in g . In  Africa, investm ent rem ained  fa ir ly  
stable at around  20 p er cent o f  real output. Investm ent in Sub-Saharan Africa w a s  n egative ly  
a ffected  b y  w e a k  com m odity  prices, stagnant export dem and  and  adverse  w eath er conditions in  
M o z a m b iq u e . C iv il  unrest in the D em o cra tic  R e p u b lic  o f  C o n g o  and  S ierra  L e o n e  tr igge red  capital 
f ligh t and  constrained  investm ent. Som e countries in  the reg ion  h ave  undertaken p ro g ram m es a im ed  
at m acroecon om ic  stabilisation , esp ec ia lly  fisca l re fo rm  and  p rice  stability  and  the restructuring o f  
their p roduction  system s fo r  greater com petitiveness. T h ese  adjustm ents, as in South A fr ic a , n eed  to 
b e  un derp inned  b y  strengthened dom estic  sav in gs  and  loca l investm ent to d rive  g ro w th  and  to reduce  
the debt se rv ic in g  constraint on  future g ro w th  fro m  la rge -sca le  fo re ign  b o rro w in g . A lth o u g h  the 
increase in the p rice  o f  o il in  the latter part o f  the y ea r p ro v id ed  som e im petus to investor con fidence, 
investm ent rem ained  la rge ly  depressed  in the M id d le  E ast and  N o rth  A fr ic a .
22 See CARICOM, Caribbean Development to the Year 2000, 1988.
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TABLE: 7: Sum m ary of sources and uses of world savings (in per cent of GDP)
Averages
1978-93 1986-93 1994 1995 1996 1997 1998 1999
World
Saving 23.3 22.8 23.1 23.2 23.3 23.9 23.2 23.2
Investment 24.4 24.0 23.8 24.2 24.0 24.1 23.3 23.2
Advanced economies
Saving 22.0 21.0 20.9 21.4 21.5 22.2 22.1 21.8
Private 21.6 20.4 20.8 21.0 20.6 20.1 19.5 19.0
Public 0.4 0.6 0.4 0.9 2.0 2.7 2.9
Investment 22.8 21.8 21.3 21.5 21.6 21.8 21.6 21.8
Private 18.3 17.8 17.3 17.6 17.7 18.1 18.0 18.1
Public 4.5 4.0 4.0 4.0 3.9 3.7 3.6 3.8
United States
Saving 19.7 16.9 16.4 17.0 17.3 18.3 18.8 18.7
Private 19.9 17.9 17.0 17.1 16.5 16.4 15.7 14.7
Public -0.2 -1.1 -0.6 -0.1 0.8 1.9 3.1 3.9
Investment 21.2 18.9 18.8 18.7 19.1 19.8 20.5 20.7
Private 17.7 15.2 15.6 15.5 15.9 16.7 17.5 17.5
Public 3.5 3.7 3.2 3.2 3.2 3.1 3.1 3.2
European Union
Saving 20.7 20.4 19.8 20.6 20.4 21.1 21.3 21.1
Private 20.9 21.2 22.3 22.7 22.0 21.1 20.3 19.6
Public -0.2 -0.8 -2.6 -2.1 -1.6 1.0 1.5
Investment 21.5 21.2 19.7 20.0 19.4 19.7 20.5 20.9
Private 17.6 18.0 16.9 17.4 17.0 17.4 18.2 18.5
Public 3.9 3.3 2.8 2.6 2.4 2.3 2.3 2.4
Japan
Saving 31.2 33.1 31.5 30.7 31.5 31.4 29.9 28.7
Private 27.5 24.9 26.0 25.9 27.0 26.8 26.8 28.0
Public 3.7 8.1 5.5 4.9 4.5 4.5 3.1 0.6
Investment 30.1 28.7 28.6 30.0 29.1 26.7 26.1
Private 21.3 23.4 20.0 20.0 21.2 21.3 19.1 18.1
Public 8.8 7.0 8.6 8.6 8.7 7.8 7.6 8.0
Newly industrialised Asian economies
Saving 35.6 33.6 33.7 32.8 32.7 33.3 32.9
Private 27.9 26 26.3 25.8 25.9 25.8 25.8
Public 7.7 7.7 7.4 7 6.8 7.5 7.1
Investment 29.9 31.9 32.7 32.2 30.8 23.4 25.3
Private 23.8 25 26 25.5 24.2 16.2 18
Public 6.1 6.8 6.7 6.7 6.6 7.2 7.3
Developing Countries
Saving 22.5 23.4 26.6 26.3 26.5 27.1 25.9 25.4
Investment 24 25.4 27.9 28.7 27.7 27.6 26.3 25.7
Net Lending -1.5 -2 -1.3 -2.5 -1.2 -0.5 -0.4 -0.3
Africa
Saving 21.2 16.1 15.5 15.2 16.6 16.4 15.8 16.2
Investment 23.2 19.3 19.7 19.5 18.5 18.5 20.4 20.3
Net Lending -1.9 -3.2 -4.2 -4.3 -1.9 -2.1 -4.6 -4.1
Change in reserves 0.1 1.7 0.8 2.2 2.4 -0.3 0.5
Asia
Saving 25.1 28.7 33.4 32 32.5 33.4 32.6 31.6
Investment 26.1 30 33.9 34.6 33.5 32.4 29.9 29.7
Net Lending -1 -1.4 -0.4 -2.7 -1 1 2.8 1.9
Change in reserves 0.8 0.9 3.3 2.1 2.3 2 1.2 1.4
Middle East and Europe
Saving 24.5 19.2 21.9 23.4 20.1 21.1 17.9 19.3
Investment 24.3 23.3 21.6 23.9 20.2 21.9 22.5 21.5
Net Lending 0.3 -4.1 0.3 -0.4 -0.1 -0.8 -4.6 -2.2
Change in reserves 0.8 0.3 0.9 1.7 2.6 1 -1.9 1.5
Western Hemisphere
Saving 18.9 19.2 18.7 19.1 19.2 19.4 17.4 16.3
Investment 21.5 20.9 21.6 21.4 21.3 22.5 22 19.5
Net Lending -2.6 -1.7 -2.9 -2.3 -2 -3.2 -4.6 -3.2
Change in reserves 0.2 0.6 -0.2 1.3 1.9 1 -0.9 -0.3
Source: IMF World Economic Outlook, April, 2000
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4. Current account developments
In  consequence  o f  their v a r ied  dependence  on  international trade and  capital f lo w s  and  the 
d iffe ren tia l pace  o f  recovery  after the A s ia n  fin anc ia l crisis, current account deve lopm ents v a r ied  
across countries and  regions.
B uttressed  b y  stronger export p rices fo r  o il and  m etals, strengthened export dem and  fo r  
m anufactured  go o d s  and  bu oyan t investor con fidence  in a  n u m ber o f  countries, the current account o f  
d ev e lo p in g  countries, as a  w h o le , im p ro v ed  in  1999 (see  T a b le  8). Developing countries current 
account defic it contracted sharp ly  b y  an estim ated 63 p er cent, in flu en ced  p rim arily  b y  the la rge  
current account surp lus in A s ia . E v e n  w ith  an estim ated contraction o f  13 p er cent, the current 
account surp lus o f  Asian d ev e lo p in g  countries rem ained  strong at around  U S $ 4 2  b illion . W h e re a s  in  
1998, the current account surp lus in A s ia  w a s  supported  b y  im port com pression , in  1999, it w a s  
d riven  b y  a  robust recovery  in exports. M e rch an d ise  exports g r e w  b y  a lm ost 6 p e r cent in  1999, w ith  
espec ia lly  strong g ro w th  o f  9.7 p er cent in  the latter h a l f  o f  the year, bo o sted  b y  w o r ld  dem and  fo r  
sem iconductors and  other electron ic products.
M e a n w h ile , a lthough  un acceptab ly  la rge  fo r  som e countries, the current account defic it  
dec lin ed  in the other d ev e lo p in g  country regions. A n  optim istic developm ent, w h ich  it is h o p ed  w ill  
continue, w a s  the reduction  in  the current account defic it o f  Africa b y  ro u gh ly  16 p e r cent. T h e  
m erchand ise  trade account o f  a  n u m ber o f  A fr ic a n  countries im p roved , as a  consequence  o f  stronger  
o il and  m etal prices. H o w e v e r ,  a  n u m ber o f  W e s t  A fr ic a n  countries, in c lu d in g  G h a n a  and  Iv o ry  
Coast, w e re  ad verse ly  a ffected  b y  w e a k  cotton, co co a  and  co ffe e  prices, but in som e o f  them , im port  
com pression  m itigated  the n egative  im pact on  their current accounts.
C ountries  in the Middle East and Europe also  reco rd ed  a  substantial reduction  in their 
current account deficit, w h ich  h ad  b a llo o n e d  to o v e r  U S $ 3 0  b illio n  in 1998. S im ila r to other o il 
exporters, countries in the M id d le  E ast ben e fited  fro m  sign ifican t term s o f  trade ga ins in flu enced  
particu larly  b y  the escalation  in o il p rices. In  addition , countries in  the reg ion  w e re  a lso  fav o u red  b y  
im p ro v ed  tou rism  receipts and  w o rk e r  rem ittances. In  Latin America, the current account defic it  
contracted to ju s t  o v e r  U S $ 5 4  b illio n  in 1999, fro m  alm ost U S $ 9 0  b illio n  in 1998, a  peak  fo r  the 
decade. A  n u m ber o f  countries in c lu d in g  M e x ic o , B ra z il,  A rg e n tin a  and  C h ile  ben e fited  fro m  v ibran t  
export d em and  w ith  the stim ulus p ro v id ed  b y  the strong g ro w th  in the U n ited  States econom y. B ra z il  
and C o lo m b ia  w e re  also  fa v o u red  b y  strengthened export com petitiveness due to real exch an ge  rate  
depreciation . O n  the dom estic  side, im port com pression  also  h e lp ed  the current account, but w ith  the 
expected  p ick  up in  im port d em and  in 2000, the current defic it w a s  p ro jected  to w iden . Fortunately  
the g row th  stim ulus p ro v id ed  b y  the rebou n d  in  exports and  n a r ro w in g  o f  the current account defic it  
le d  to som e lo w e r in g  o f  un em ploym ent in som e countries, e spec ia lly  C h ile  and  C o lo m b ia .
T h e  Countries in Transition also  s a w  a  substantial dec line  in their current account deficit. 
T h e  defic it in these countries n a rro w ed  b y  o v e r  78 p er cent to around  U S $ 5  b illion . O n  the upside  
the countries' external position  w a s  b u o y e d  b y  ris in g  o il and  m etal prices, w h ile  d em and  restraint, 
espec ia lly  fo r  im ports h ad  a  positive  e ffect on  the current account position.
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TABLE 8: Summary of balance of payments current account for different regions
(billions of US$)
Advanced Economies
1995 1996 1997 1998 1999 2000
United States 56.5 43.4 93.9 43.1 -133.7 -212.9
Euro Area 56.6 89.9 112.5 86.5 43.7 64.9
Japan 111.4 65.8 94.1 121 107 102.4
Other advanced economies -0.1 10.6 14.1 54.6 69.7 56
Memorandum
Industrial countries 55.7 48.4 86.2 -22.2 -193.2 -261.4
N ew ly  industrialised Asian economies 5.9 0.3 11.2 66.1 61 49.8
Developing countries -111.4 -74.2 -59.1 -89.9 -32.7 -11.6
Regional Groups
Africa -16.5 -7 -7.4 -20 -16.8 -7.7
Asian -56.3 -38.7 6.8 48.9 42.3 31.7
M iddle East and Europe -1.8 9.8 5.6 -30.3 -4 20.9
Western Hemisphere -36.8 -38.3 -64.1 -88.6 -54.2 -56.5
Analytical groups
B y source o f export earnings
Fuel 0.8 30 21.4 -34.6 3.4 45.3
Nonfuel -112.3 -104.4 -80.7 -55.7 -36.1 -56.7
B y external financial source
Net Creditor countries 1.9 13.2 11.7 -21.3 -0.1 31.2
Net debtor countries -113 -86.9 -70.1 -68.5 -32.2 -42.2
Official financing -12.1 -9.2 -4.6 -10 -9.7 -3.6
Private financing -86.1 -67.9 -50.3 -39.3 -17 -32.8
Diversified financing -17.4 -15 -16.9 -16.3 -8.7 -6.5
Net debtor countries by debt-
Servicing experience
Countries with arrears and/or
Rescheduling during 1994-98 -48 -41.4 -48.8 -57.3 -29.7 -23.8
Other net debtor countries -65.2 -45.9 -22 -11.4 -2.9 -18.9
Countries in transition -1.8 -16.9 -26.1 -24.8 -5.3 -7.5
Central and Eastern Europe -4.9 -16.8 -19.4 -22.4 -22.5 -23.3
Excluding Belarus and Ukraine -2.9 -15.1 -17.2 -20.2 -22 -21.6
Russia 4.6 3.8 -3 2.5 19.8 18.7
Transcaucasus and central Asia -1.6 -3.9 -3.7 -4.9 -2.6 -2.9
Total -56.7 -47.6 8.8 -71.7 -171.7 -231.9
In per cent o f total world current
account transactions -0.5 -0.4 0.1 -0.5 -1.2 -1.5
In per cent o f world G D P -0.2 -0.2 -0.2 -0.6 -0.7
Memorandum
Emerging market countries, excluding
Asian countries in surplus -76.2 -75.6 -106.8 -172.3 -86.7 -61.4
Source: IM F  W orld  Economic Outlook, April 2000
R u ssia 's  current account sw u n g  into a  la rge  surp lus o f  o v e r  U S $ 1 9  b illio n  buttressed  b y  rising  
com m odity  revenues, n o tab ly  o il receipts, the deva luation  o f  the R o u b le  and  an im port substitution  
b a se d  recovery  at hom e.
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C ap ita l f lo w s  continue to b e  o f  v a ry in g  im portance to developing country grou p ings. In  the 
A s ia n  countries, espec ia lly  the T ig e r  econom ies,23h igh  sav in g  rates h ave  redu ced  the im portance o f  
capital f lo w s  as a  contributor to grow th . M e a n w h ile , in L a tin  A m eric a , past fisca l excesses and  
re lative ly  lo w  sav in gs  rates h ave  augm ented  its dependence  on  capital in flo w s . O n  the contrary, in  
A fr ic a  a  con fluence  o f  factors, in c lu d in g  h igh  risk  ratings, instability  and  s lu gg ish  g ro w th  h ave  
retarded  capital in f lo w s  and  the contribution  that such f lo w s  cou ld  m ake to the g ro w th  process. Tota l 
lon g -te rm  resou rce f lo w s  to d ev e lo p in g  countries contracted b y  8.7 p e r cent in 1999 to U S $ 2 9 0  
b illio n , m ain tain ing the d o w n w a rd  trend since the A s ia n  crisis (see  T a b le  9 b e lo w ).  W h i le  o ffic ia l  
f lo w s  w e re  up m arg in a lly  b y  o v e r  2 p er cent, p rivate  capital f lo w s  fe ll b y  a lm ost 11 p e r cent. O ffic ia l  
f lo w s  fe ll fo l lo w in g  strong g ro w th  in  1998 w h en  fin anc ia l rescue p ack ages  w e re  p ro v id ed  fo r  som e  
crisis-h it countries. M e a n w h ile , net p rivate  f lo w s  s lipp ed  in response to a  freeze  in g ross  f lo w s  fro m  
in ternational capital m arkets.24 A n  im portant factor in  capital m arket deve lopm ents in  1999, w a s  the 
w illin gn ess  o f  investors to d ifferentiate m arkets b a sed  on  investm ent risk. T h is  w a s  distinct fro m  the 
'h erd -like ' w ith d raw a l fro m  em erg in g  m arkets after the A s ia n  crisis, w h en  even  countries w ith  
re lative ly  sound  m acroecon om ic  fundam enta ls and  satisfactory  risk  p ro file s  w e re  b a d ly  affected. 
P rivate  f lo w s  w e re  ad verse ly  a ffected  b y  sign ifican t w ith d raw a l b y  institutional investors w h o  w e re  a  
sign ifican t source o f  capital du ring  the 1990s. T h is  w a s  co m p ou n d ed  b y  the corporate debt o verh an g  
in som e A s ia n  countries, e spec ia lly  K o re a  and  Indonesia , p o o r  investor sentim ent to w ard s  A fr ic a  and  
anticipation  o f  the potential risks p o sed  b y  the y e a r  2000 (Y 2 K )  com puter bug .
In  the East Asian crisis economies, im p ro v ed  investor con fidence  in  som e countries le d  to a  
rebou n d  in net resou rce  flo w s . T h ese  f lo w s  in creased  b y  U S $ 6  b illio n  in 1999, after fa llin g  b y  
U S $ 4 5  b illio n  in 1998. N o ta b ly , p o rtfo lio  equity  f lo w s  m ore  than d o u b le d  to U S $ 1 9  b illio n , but  
w ere  o ffse t b y  a  dec line  in fo re ign  direct investm ent (F D I )  and  other flo w s . H o w e v e r , com parative ly  
l o w  investm ent outlays and  the debt ove rh an g  o f  som e la rge  corporations m eans that capital f lo w s  to  
E ast A s ia  rem ains dem and  constrained. In  South Asia, h o w ev e r , net resou rce f lo w s  fe ll b y  U S $ 1 1 .8  
b illio n  in 1999. N e t  p rivate  debt f lo w s  w e re  hardest hit, d ec lin in g  fro m  U S $ 3 .6  b illio n  in 1998 to 
U S $ 0 .4  b illio n  in  1999. B a n k  loans rem ained  stable, but net p o rtfo lio  equity  f lo w s  surged , 
in flu en ced  b y  the b o o m in g  In d ian  stock m arket, b u o y e d  b y  a  fast g ro w in g , dyn am ic  so ftw are  
industry that is n o w  w e ll  in tegrated  into the g lo b a l in fo rm ation  tech n o logy  sector. In  addition , the 
h igh  va luation s o f  In d ian  so ftw are  com pan ies that h av e  listed  in  the U n ite d  States h av e  h ad  a  
strongly  positive  e ffect on  the dom estic  m arket in India. N e t  p rivate  f lo w s  to In d ia  exp an d ed  b y  o ve r  
U S $ 4 .0  b illio n  in 1999, com p ared  w ith  on ly  U S $ 0 .4  b il l io n  in Pakistan. A  particu larly  fa v o u rab le  
deve lopm en t fo r  g ro w th  prospects and  poverty  a llev iation  in South A s ia , has been  the m arked  shift in  
the com position  o f  resou rce f lo w s  in  fa v o u r  o f  fo re ign  direct investm ent du ring  the 1990s. F D I  
in f lo w s  rose fro m  17 p e r cent o f  net p rivate  f lo w s  in  1993 to 70 p er cent o f  these f lo w s  in 1999. 
M e a n w h ile , debt f lo w s  d ro pp ed  fro m  51 p e r cent o f  net p rivate  f lo w s  to 8 p e r cent o v e r  the sam e  
period . G iv e n  the stronger g ro w th  and  em p loym ent stim ulus p ro v id ed  b y  F D I  f lo w s , this pattern  
shou ld  help  to a llev iate  the equity gap  in these countries.
5. Capital flows
23 The Asian Tiger economies are the Republic o f Korea, Hong Kong, Singapore and Taiwan.
24 International capital market flow s comprise mainly bonds, bank lending and portfolio equity holdings.
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TABLE 9: Net long-term flows to developing countries, 1990-1999 
(billions o f  U.S. dollars)
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Total 98.5 124 153.7 219.2 220.4 257.2 313.1 343.7 318.3 290.7
Official flows 55.9 62.3 54 53.4 45.9 53.9 31 39.9 50.6 52
Private flows 42.6 61.6 99.7 165.8 174.5 203.3 282.1 303.9 267.7 238.7
International capital markets 18.5 26.4 52.2 99.8 85.7 98.3 151.3 133.6 96.8 46.7
Debt flows 15.7 18.8 38.1 48.8 50.5 62.2 102.1 103.4 81.2 19.1




O 30.4 37.5 51.6 44.6 -11.4
Bond financing 1.2 10.9 11.1 36.6 38.2 30.8 62.4 48.9 39.7 25
Other 11.3 2.8 10.7 8.7 3.5 1 2.2 3 -3.1 5.5
Equity 2.8 7.6 14.1 51 35.2 36.1 49.2 30.2 15.6 27.6
Foreign direct investment 24.1 35.3 47.5 66 88.8 105 130.8 170.3 170.9 192
Note: Net long-term resource flows are defined as net liability transactions original maturity of greater than one year, the 
Republic of Korea,
a high-income country which borrows from the World Bank, is included.
Source: World Bank Debtor Reporting System
T h ere  w a s  a  w e lc o m e  recovery  in resource f lo w s  to Sub-Saharan Africa. T h ese  f lo w s  
in creased  b y  alm ost 20 p er cent in  1999, com p ared  w ith  1998. T h e  re lative ly  strong rebou n d  in  
private  f lo w s  h e lp ed  to o ffse t a  sm all d ecline in  o ffic ia l flo w s . M o s t  o f  the increase in private  f lo w s  
w en t to South A fr ic a ,  w h e re  in flo w s  trip led  fro m  U S $ 1 .0  b il l io n  in 1998 to U S $ 3  b ill io n  in 1999. 
H o w e v e r ,  tw o  th irds o f  South A fr ic a 's  in f lo w s  w e re  debt-related , and  re flect the lim ited  ability  o f  
A fr ic a  to attract m uch  n eeded  equity f lo w s , a  m anifestation, in part, o f  the sh a llo w n ess  o f  its stock  
m arkets and  perceptions o f  h igh  risk. O ther countries in the reg ion , in c lu d in g  N ig e r ia , G h a n a  and  
M o z a m b iq u e , a lso  attracted h igh er in flo w s . A s  a  m an ifestation  o f  the o v e r  dependence  on  p rim ary  
com m odities, resou rce extraction and  p rocessing , particu larly  o il, w a s  the m ain  ben e fic ia ry  o f  private  
flo w s . Interestingly , the o v e rw h e lm in g  share o f  f lo w s  to S u b -S ah aran  A fr ic a  w e re  F D I  f lo w s , but  
w ith  the ve ry  lim ited  deve lopm en t o f  com petitive  m anu factured  exports, the ben e fit  o f  these f lo w s  to 
the re g io n  has been  sub -optim al. In  1999, som e f lo w s  a lso  w en t to in frastructure, te lecom m unication  
and transport in line w ith  privatisation  opportun ities and  an im p ro v ed  investm ent clim ate in som e  
countries. U n lik e  p rivate  f lo w s , O ff ic ia l D eve lo p m en t A ssistan ce  ( O D A )  aid  f lo w s  rem ained  
stagnant in  1999, at around  U S $ 1 2  b illion . O D A  f lo w s  w e re  n ega tiv e ly  im pacted  b y  a  fa ll in  
concessiona l loan s fro m  m ultilateral sources.
Latin America and the Caribbean rem ains an im portant capital de fic it region . In  these  
countries, in adequate dom estic sav in gs  both  p rivate  and  p ub lic , h ave  m ade capital in f lo w s  an  
im portant contributor to dom estic  absorp tion  and  grow th . In  1999, net resou rce f lo w s  to the reg ion  
fe ll b y  about 30 p er cent to U S $ 1 0 7  b illio n , the lo w e st  le ve l since 1996. N e t  len d in g  fro m  private  
creditors w a s  particu larly  h ard  hit and  p lu m m eted  fro m  U S $ 5 6  b ill io n  in 1998 to U S $ 5  b illio n  in  
1999. S im ila r to other reg ions, n o tab ly  South A s ia  and  A fr ic a , fo re ign  direct investm ent has b eco m e  
the p rim ary  source o f  fin ance  in  L a tin  A m e r ic a  and  the C aribbean . F D I  f lo w s  su rged  to a  record  
U S $ 8 9  b illio n  in  1999. Im portan tly , L a tin  A m e r ic a  rece ives  m ore  than h a l f  o f  the F D I  f lo w s  to 
d ev e lo p in g  countries. In  the region , privatisation  and  c ro ss -bo rd e r m ergers  and  acqu isitions p ro v id ed  
the im petus to the b o o m  in flo w s . In  fact, B ra z il, A rg e n tin a  and  M e x ic o  are n o w  the second, third
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and fourth  largest recip ients o f  F D I  am o n g  lo w  and  m id d le -in com e  countries. In  1999, F D I  f lo w s  to 
B ra z il reached  U S $ 3 0  b illio n , w h ile  A rg e n tin a  and  M e x ic o  attracted f lo w s  o f  U S $ 2 3  b illio n  and  
U S $ 1 0  b illio n , respective ly . A  d istu rb ing deve lopm en t w a s  the lack  o f  start-up o r g re en -fie ld  
ventures in the com position  o f  F D I ,  w h ich  h o ld  greater potential fo r  in du c in g  g ro w th  and  
em p loym ent than m ergers  and  acquisitions.
U n d e rsco r in g  im p ro v ed  perceptions o f  risk  and  the abatem ent o f  the effects o f  the 'fligh t to 
quality  in  1998, net p o rtfo lio  equity  f lo w s  to L a tin  A m e r ic a  and  the C a rib b ean  d o u b led  to U S $ 3 .6  
b illio n  in 1999. H o w e v e r , these f lo w s  rem ained  subdued  com p ared  w ith  the ave rage  o f  about U S $ 1 1 
b illio n  be tw een  1994-97. N e t  o ffic ia l d eve lopm en t finance , h o w ev e r , d ec lin ed  b y  ro u gh ly  8 p e r cent 
to U S $ 9 .3  b illio n  in 1999.
Middle East and North African countries h ave  not been  ve ry  la rge  users o f  external finance  
h istorica lly , since they h ad  accum ulated  h u ge  fo re ign  exch an ge  reserves fro m  o il receipts. T h e  
fa llou t fro m  the A s ia n  crisis, h o w ev e r , and  the sharp dec lin e  in o il p rices in  1998, p rio r to their 
recovery  in 1999, le d  to in creased  dem and  fo r  external fin ance  b y  these countries. Indeed , in 1999, 
net resource f lo w s  to the re g io n  a lm ost d o u b le d  to about U S $ 2 0  b illion . T h is  greatly  surpasses the 
average  o f  U S $ 8 .7  b illio n  be tw een  1990-97. P rivate  f lo w s  rebounded , accounting fo r  40 p er cent 
(U S $ 8  b i l l io n ) o f  the total. O il  exporting  countries ab so rb ed  the lion 's  share o f  this private  
com m ercia l debt that w a s  u sed  to sm ooth  consum ption  in  the w a k e  o f  the shortfa lls  in export and  
fisca l revenues, consequent on  the fa ll in the p rice  o f  o il in 1998. L e b a n o n  m ad e  an im portant fo ray  
into the b o n d  m arket w ith  issues o f  about U S $ 1 .5  b illion . In  addition , n o n -deb t private  f lo w s  also  
rebou n d ed  to reach  U S $ 9  b illio n  in 1999. F D I  w a s  up b y  m ore  than 3 b illion . T h e  b u lk  o f  these  
f lo w s  w en t to Saud i A ra b ia , E g y p t  and  T un isia , p rim arily  fo r  investm ent in  the hyd rocarbon s sector. 
H o w e v e r ,  in an e ffo rt to encou rage  econom ic  d iversification , a  portion  w a s  used  b y  p riva tised  State 
enterprises to b o o st n o n -o il exports. R e fle c tin g  stock m arket w eak n ess  in E gyp t, M o ro c c o  and  other 
countries, p o rtfo lio  f lo w s  d ec lin ed  to U S $ 0 .6  b illion . B y  contrast, o ffic ia l deve lopm en t finance  
exp an d ed  b y  m ore than 50 p e r cent to U S $ 3 .2  b illion . T h is  im provem ent w a s  underp inned  b y  the 
reschedu lin g  o f  debt repaym ent b y  the Is lam ic  R e p u b lic  o f  Iran  and  Jordan. Jordan negotiated  an 
agreem ent w ith  the Pa ris  C lu b  to reschedu le  U S $ 8 2 1  m illio n  o f  m ultilateral debt that w a s  due in  
1999.
T h e  after shocks fro m  the R u ss ian  fin anc ia l crisis im pacted  adverse ly  on  net resource f lo w s  
to E u ro p e  and  C entra l A s ia , e spec ia lly  the C o m m o n w e a lth  o f  Independent States (C IS ) .  A g g re g a te  
net resou rce f lo w s  to the re g io n  fe ll sharp ly  b y  o v e r  22 p e r cent to U S $ 4 5  b illio n  in 1999. P rivate  
capital f lo w s , in flu en ced  b y  investor d isenchantm ent w ith  the risk  p ro file  o f  the region , d ro pp ed  b y  
U S $ 1 5  b illion . N e t  p rivate  f lo w s  to R u ss ia  co llap sed  fro m  U S $ 1 9 .3  b illio n  in  1998 to U S $ 1 .9  b illio n  
in 1999, in the w a k e  o f  its liqu id ity  p rob lem s. P rivate  f lo w s  to H u n g a ry  also  declined , w h ile  T u rkey  
w itn essed  a  d o u b lin g  o f  its net p rivate  f lo w s  to U S $ 3 .3  b illion . F D I  f lo w s  rem ained  h igh  and  stable  
as in 1998. F D I  f lo w s  w e re  bo lste red  b y  the privatisation  p rog ram m es that w e re  undertaken  in  
Centra l E u rope , esp ec ia lly  in P o la n d  and  the C zech  R ep u b lic , w h ere  in flo w s  w e re  U S $ 7  b illio n  and  
U S $ 4  b illio n , respectively .
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6. External debt and debt reduction initiatives
G ro w th  in the external debt o f  developing countries s lo w e d  to 1.6 p er cent in 1999, d o w n  
fro m  6.9 p e r  cent in 1998 (see  T a b le  10). A g g re g a te  external debt fo r  these countries am ounted  to 
about U S $ 2 0 3 8  b illion . T o ta l external debt g r e w  at v a ry in g  rates in the d iffe ren t subreg ions, 
re flecting  dom estic fin an c in g  constraints and  debt dependence. T h e  external debt o f  the Middle East 
and Europe in creased  b y  3.9 p e r cent, the fastest o f  the reg ion a l groups. T h e  fin an c in g  requ irem ents  
in these countries w e re  h igh er than usual in  1999, as a  resu lt o f  the fa ll in  o il p rices in  1998. M o s t  o f  
the increase in debt consisted  o f  p rivate  com m ercia l debt. T h e  debt o f  these countries has been  
in creasing  fa ir ly  rap id ly  in recent tim es, w ith  annual ave rage  g ro w th  o f  a lm ost 6 p er cent be tw een  
1994 and  1999.
Africa’s external debt in creased  to 2.3 p e r cent in  the y e a r  under re v iew , com pared  w ith  a  
m arg ina l increase o f  0.4 p e r cent in 1998. N o rth  A fr ic a n  countries acqu ired  h igh er leve ls  o f  debt to 
b u ffe r  the adverse  e ffects  o f  lo w e r  o il p rices in  1998, on  agg rega te  dem and. M e a n w h ile , b y  contrast, 
outstanding debt rem ained  fa ir ly  stable in  S u b -S ah aran  A fr ic a ,  at around  U S $ 2 3 1  b illion . L o n g -te rm  
debt accounted  fo r  78 p er cent o f  the total and  p u b lic ly  guaran teed  debt represented  74 p e r  cent. 
U n fo rtun ate ly , though , net transfers25 stood  at n egative  U S $ 2 .7  b illion . N e g a t iv e  net transfers m ean  
that sign ifican t resources continue to f l o w  fro m  the least d ev e lo p ed  countries in A f r ic a  to m eet debt 
serv ice  ob ligation s , p o s in g  a  m a jo r constraint to the ava ilab ility  o f  scarce re sources fo r  investm ent, 
gro w th  and  developm ent. A  w e lc o m e  turn o f  events, w a s  the g ro w th  in private  lend ing , w h ich  
actually  accounted  fo r  a lm ost 75 p e r cent o f  the total external credit, s ince this w in d o w  h ad  been  
b a d ly  a ffected  b y  investor con fidence  in recent times. M o re o v e r , no  arrears on  debt repaym ents w e re  
accum ulated  du ring  the y ea r as countries du ly  d isch arged  these ob ligations. D e b t  serv ice  paym ents  
fo r  the w h o le  o f  A f r ic a  rose  m arg in a lly  to U S $ 2 9 .2  b illio n , fo l lo w in g  a  dec line  o f  a lm ost 6 p e r cent 
in 1998. S u b -S ah a ran  A fr ic a 's  o b ligation s  represented  ro u gh ly  h a l f  o f  the total, m ade up o f  U S $ 9 .0  
b illio n  o f  am ortisation  and  U S $ 5  b illio n  o f  interest paym ents.
T h e  total external debt o f  the Asian developing countries w a s  up b y  1.5 p e r cent, to U S $ 6 7 1  
b illio n  in  1999. In  E ast A s ia  and  the P a c ific  (in c lu d in g  C h in a ), lon g -te rm  debt rose b y  2 .7  p e r cent to 
U S $ 5 3 1  b illion .
Latin America and the Caribbean is still the re g io n  w ith  the largest agg rega te  external 
debt, but in 1999 its debt reg iste red  the s lo w est g row th , r is in g  b y  on ly  0.5 p e r cent to U S $ 7 5 9 .9  
b illio n , after rather strong g ro w th  o f  12 p e r cent in 1998. In  1999, a  dec line  in  debt to private  
creditors o f  ro u gh ly  U S $ 2 .7  b il l io n  w a s  com pensated  fo r  b y  an increase in  o ffic ia l debt, in k eep in g  
w ith  g ro w th  in fin an c in g  fro m  m ultilateral institutions. P rivate  debt w a s  d o w n  la rge ly  on  account o f  
redu ced  com m ercia l b an k  debt to B ra z il re flecting, in  part, lo w e r  trade f lo w s  and  fin an c in g  w ith in  
M E R C O S U R .  In  addition , bo n d s  o w e d  to the private  sector dec lin ed  in A rg e n tin a  and  M e x ic o .  
M e a n w h ile , g ro w th  in debt serv ice  paym ents b y  the re g io n  escalated  b y  13 p e r cent to U S $ 1 6 8 .9  
b illio n , fo l lo w in g  a  dec line  o f  1.9 p e r cent in 1998. M o re o v e r , debt indicators w o rsen ed , w ith  the 
ratio o f  external debt to G N P  ris in g  to 46 .2  p e r cent, the h ighest le ve l fo r  the decade  and  second  on ly  
to S u b -S ah aran  A fr ic a . D e b t  to exports, h o w ev e r , fe ll to 195 p e r cent fro m  211 p e r cent in 1998, the 
resu lt o f  strong export receipts.
25 Net transfers are debt disbursements minus total debt service payments, and represent the net inflow to or outflow  
from a country.
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TABLE 10: Summary of external debt and de )t service (US$
External debt
1992 1993 1994 1995 1996 1997 1998 1999
Developing countries 1349.7 1472.7 1585.2 1713.9 1798.0 1877.6 2006.7 2038.2
Regional Groups
Africa 262.3 272.2 289.1 311.7 310.3 303.3 304.6 311.5
Asian 404.3 456.3 510.4 562.8 595.1 642.5 661.2 671.0
Middle East and Europe 204.4 220.5 223.7 221.1 242.1 256.7 284.5 295.7
Western Hemisphere 478.7 523.7 562.0 617.3 650.6 675.1 756.4 759.9
Analytical groups
By external finance source
Net Creditor countries 38.9 42.3 41.1 30.7 49.3 61.1 74.4 78.8
Net debtor countries 1313.7 1433.3 1547.0 1686.2 1751.6 1819.3 1935.2 1962.2
Official financing 162.3 169.2 180.1 190.6 194.4 189.7 192.8 193.8
Private financing 914.5 1000.8 1084.4 1199.8 1264.5 1339.0 1442.4 1456.2
Diversified financing 212.1 229.0 247.3 260.2 262.0 262.8 272.4 284.0
Net debtor countries by debt-
Servicing experience
Countries with arrears and/or
Rescheduling during 1994-98 589.1 628.0 665.0 707.8 732.9 753.9 810.1 815.9
Other net debtor countries 721.9 802.6 879.2 975.6 1016.0 1062.8 1122.4 1143.7
Countries in transition 211.7 233.8 248.7 267.2 285.7 297.9 347.1 353.0
Central and Eastern Europe 104.5 116.2 121.5 137.1 147.6 157.4 175.1 184.6
Excluding Belarus and Ukraine 100.4 110.5 112.2 126.3 135.8 141.2 160.0 169.7
Russia 105.4 112.7 119.8 120.4 125.0 123.5 152.4 148.1
Transcaucasus and central Asia 1.8 4.9 7.4 9.7 13.1 17.0 19.6 20.3
Debt-service payments
Developing countries 178.7 178.3 196.8 236.7 276.4 306.6 612.0 347.0
Regional Groups
Africa 29.9 28.1 29.3 33.8 30.8 30.9 29.1 29.2
Asian 53.0 53.1 63.0 76.8 76.3 81.7 96.6 109.2
Middle East and Europe 23.0 25.6 27.0 29.3 45.9 41.6 36.9 39.8
Western Hemisphere 72.8 71.5 77.6 96.9 123.5 152.4 149.5 168.9
Analytical groups
By external finance source
Net Creditor countries 2.5 3.7 8.0 8.5 20.5 16.2 10.5 9.8
Net debtor countries 176.4 174.7 189.0 228.5 256.2 290.6 301.8 337.5
Official financing 14.7 15.2 16.7 21.2 14.2 14.4 12.5 13.7
Private financing 135.1 136.3 148.2 179.0 209.4 243.0 256.9 291.4
Diversified financing 23.5 18.1 19.7 22.5 23.2 24.3 25.7 24.7
Net debtor countries by debt-
Servicing experience
Countries with arrears and/or
Rescheduling during 1994-98 64.0 64.5 64.7 79.6 82.4 110.4 120.5 156.0
Other net debtor countries 112.2 110.1 124.2 148.7 173.6 179.9 181.1 181.3
Countries in transition 25.4 18.9 21.8 30.0 33.1 32.4 49.2 51.4
Central and Eastern Europe 12.7 12.4 16.9 21.9 24.7 24.6 29.2 34.0
Excluding Belarus and Ukraine 12.7 12.2 15.0 20.2 23.3 23.0 27.1 32.4
Russia 12.6 6.2 4.3 6.4 6.9 5.9 16.3 14.6
Transcaucasus and central Asia 0.1 0.3 0.6 1.7 1.5 1.9 3.7 2.7
Source: IM F  W orld  Economic Outlook, April, 2000.
billions)
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In  1999, further p rog re ss  w a s  m ade under the H IP C s  D e b t  In itiative a im ed  at p ro v id in g  re lie f  
fo r  p o o r  countries w h ich  w e re  p u rsu in g  g o o d  po lic ies , but w h ich  still h ad  unsustainab le  debt. U n d e r  
the in itiative, un sustainab le  debt w a s  d e fin ed  as a  ratio o f  debt serv ice  to exports in excess o f  25 per  
cent. R ea list ica lly , though , this ratio m ight even  b e  too h igh  fo r  som e o f  the poorest d ev e lop in g  
countries. In  1999, an enhanced  H IP C  p ro gram m e w a s  put in p lace  to p ro v id e  b roader, d eeper and  
faster debt re lie f, but the earlie r p ro g ram m e that b e g a n  in 1996 w a s  continued. U n d e r  the earlier  
p rogram m e, debt r e lie f  fo recasted  to reach  U S $ 7 .0  b il l io n  b y  early  2000 h ad  been  ag reed  to fo r  seven  
countries - B o liv ia , B u rk in a  F aso , C ôte  d 'Ivo ire , G u yan a , M a li ,  M o z a m b iq u e  and  U gan d a . M easu re s  
to strengthen coord ination  be tw een  o ffic ia l and  m ultilateral creditors and  to in v o lv e  c iv il society  in  
the fram ew o rk  h ave  a lso  been  included. F o r  U g a n d a , fo r  instance, the co m b in ed  H I P C  in itiatives are  
p ro jected  to reduce  debt serv ice  paym ents to ro u gh ly  6 p e r cent in 2000 -01 , com p ared  to 18.7 per  
cent p rio r  to the start o f  the p rogram m e. In  G u yan a , debt reduction  under the in itiative has facilitated  
soc ia l spending, w h ich  has exceed ed  targets.
R e fle c tin g  the s lo w  p rog re ss  o f  the first in itiative and  the u rgent need  fo r  im p ro v ed  debt 
re lie f, the international com m unity  d es ign ed  an E n h an ced  H IP C  P rogram m e. T h e  exp lic it fo cu s  o f  
this n e w  in itiative is poverty  reduction , rather than b ro ad  soc ia l spending. A ls o  greater em phasis is 
p laced  on  loca l 'ow n ersh ip ' o f  the p rogram m es. C ru c ia lly , outcom e-orien ted , m easu rab le  go a ls  are  
targeted  to ensure the p ro g ram m e  rem ains on  track. Im portan tly, the m ax im u m  ratio o f  net present 
v a lu e 26 o f  debt to exports has been  redu ced  fro m  200 -250  p er cent to 150 p e r  cent. T h is  has lo w e re d  
the th reshold, thus en ab lin g  m ore  countries to q u a lify  fo r  re lie f  and  also  in creased  the am ount o f  debt 
re lief. In  addition , the susta inable  ratio o f  the net present v a lu e  o f  debt to fisca l revenue w a s  lo w e re d  
fro m  280 p e r  cent to 250 p e r cent, w h ile  the exports to G D P  benchm ark  w a s  lo w e re d  fro m  40 per  
cent to 30 p e r cent. A ls o ,  the p u b lic  revenue to G D P  ratio w a s  b rou gh t d o w n  fro m  20 to 15 p e r  cent. 
A l l  these changes h ave  in creased  the n u m ber o f  e l ig ib le  countries. Im p lem entation  is to b e  exped ited  
b y  a  flo a tin g  com p letion  point. T h is  m eans that countries can accelerate the com p letion  o f  the 
re fo rm s and  other requ irem ents to q u a lify  early  fo r  the d isbursem ent o f  debt funds. C ru c ia lly , this 
a llo w s  debt re lie f  to b e  p ro v id ed  b a se d  on  p o lic y  perfo rm an ce  and  readiness, rather than a  strict 
tim etable. B y  early  2000, 14 countries h av e  q u a lified  fo r  debt r e lie f  under the co m b in ed  H IP C  
program m e. H o w e v e r ,  b y  the end  o f  2000, the go a l is to p ro v id e  r e lie f  fo r  about 23 countries.
T h e  P a ris  C lu b  also  fac ilitated  debt reduction  w ith  seven  countries to the tune o f  U S $ 1 6 .0  
b illio n  in 1999. T h ese  countries in c lu ded  f iv e  lo w -in c o m e  econom ies - G u yan a , H ondu ras , 
M o z a m b iq u e , Pak istan  and  Z a m b ia , and  tw o  m id d le -in com e  countries - Jordan and  R ussia . T h e  
R u ss ian  p ack age  represented  m ore  than h a l f  the total, w ith  repaym ent p h ased  o v e r  a  2 0 -y ea r p e riod  
on  a  g raduated  paym ent schedule. H o n d u ras  and  Z a m b ia  w e re  p ro v id ed  reschedu lin g  on  N a p le s  
term s, that is, 67 p e r cent net present v a lu e  ( N P V )  debt reduction  that am ounted  to U S $ 0 .4  b illio n  
and U S $ 1 .1 b illio n , respective ly . G u y a n a  and  M o z a m b iq u e  go t s to c k -o f-d e b t  reductions o f  U S $ 0 .2  
b illio n  and  U S $ 1 .9  b illion . In  the case o f  M o z a m b iq u e , this w a s  particu larly  w e lc o m e  to ease  the 
hardsh ips that resu lted  fro m  the floods.
7. Debt reduction initiatives
26 The net present value o f the debt is net worth o f the future stream o f returns (discounted value) from projects 
undertaken with the debt funds in term o f their current value minus the future stream o f costs o f the debt in terms o f  
their current value.
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F o llo w in g  the s lu gg ish  perfo rm an ce  in 1998, w o r ld  econom ic  and  financia l activity  
reg iste red  a  w e lc o m e  p ick  up in 1999. T h e  U n ite d  States econom y, w h ich  w a s  la rge ly  sh ie ld ed  fro m  
the d o w n sid e  effects o f  the A s ia n  crisis, w a s  the m ain  d rive r o f  g ro w th  and  activity. U n u su a lly  
v ibran t dem and , esp ec ia lly  consum er dem and, la rge r than fo recasted  p roductiv ity  g row th , g a lvan ised  
b y  e ffic ien c ies  resu lting fro m  the use o f  in fo rm ation  tech n o logy  and  strong equity  returns, led  the 
U n ite d  States to p ro v id e  the eng ine fo r  w o r ld  grow th . R e a p in g  the rew ard s  o f  ad justm ent and  
restructuring, the A s ia n  crisis econom ies a lso  posted  com m en d ab le  recoveries  - V -s h a p e d  in the case  
o f  the R ep u b lic  o f  K orea .
In  spite o f  the recovery , inherent w eak n esses  continue to p lag u e  the w o r ld  econom y, 
espec ia lly  the least d ev e lo p ed  countries. Poverty , in com e and  consum ption  inequality  continue to be  
the ban e  o f  the w o r ld  econom y. In  the post crisis period , poverty  w a s  agg ravated  even  in the A s ia n  
econom ies that h ad  m ade sign ifican t h ea d w ay  in tack ling  it. In  A fr ic a , the leve l o f  real p e r capita  
in com e today  is lo w e r  than it w a s  30 y ears  a go .27 W h a t  is w o rse , the n u m ber o f  poo r, l iv in g  on  less  
than $1 p er day  has rem ained  m ore  o r less  un ch an ged  o v e r  the last decade. In  addition , the vo latility  
and lo w  leve l o f  n o n -o il com m odity  p rices on  w h ich  m any  o f  the p o o r  countries re ly  fo r  in com e  
gro w th  and  consum ption  sm ooth ing  m ake these tasks the m ore  d ifficult.
A lth o u g h  w o r ld  econom ic  g ro w th  is p ro jected  to p ick  up p ace  in  2000, to reach  o v e r  4.0 per  
cent, this is p rem ised  on  a  ‘ so ft la n d in g ’ o f  the U n ite d  States econom y , w ith  U n ite d  States g row th  
in creasing  m arg in a lly  b y  0.2 p e r cent and  equity  p rices com in g  d o w n  s lo w ly  and  a  g radu a l correction  
o f  the current account deficit. H o w e v e r ,  g iv en  the past h istory  o f  equity  p rice  bu b b le s , m atched  b y  
overspend in g , the lan d in g  m igh t ve ry  w e ll  b e  harde r than fo recasted  w ith  adverse  consequences fo r  
w o r ld  grow th . A n y  such h ard  lan d in g  in the U n ite d  States and  w eak en ed  dem and  in E u ro p e  and  A s ia  
is lik e ly  to severe ly  a ffect other d ev e lo p in g  coun tries’ access to capital and  export m arkets abroad , 
thereby  agg rava t in g  an a lready  serious poverty  situation in these countries
VI. CONCLUSION
27 See “W orld  economic Outlook , 2000,” IM F
